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U.S.  ENERGY  POLICY 


FRroAY,  FEBRUARY  2,  1996 

House  of  Representatives, 

Committee  on  Resources, 

Houston,  TX. 
The  Committee  met,  pursuant  to  call,  at  1:11  p.m.,  in  Ballroom 
C,  George  R.  Brown  Convention  Center,  Houston,  Texas,  Hon.  Ken 
Calvert  (Chairman  of  the  Subcommittee  on  Energy  and  Mineral 
Resources)  presiding. 

STATEMENT  OF  HON.  KEN  CALVERT,  A  U.S.  REPRESENTATIVE 
FROM  CALIFORNIA,  AND  CHAIRMAN,  SUBCOMMITTEE  ON 
ENERGY  AND  MINERAL  RESOURCES 

Mr.  Calvert.  The  Committee  on  Resources  will  come  to  order. 

The  Committee  is  meeting  today  to  hear  testimony  on  U.S.  en- 
ergy policy  and  in  Chairman  Young's  absence,  I  have  been  asked 
to  chair  the  hearing.  Thank  you  for  those  who  braved  the  ice  and 
cold  weather  to  come  out,  unusually  inhospitable  weather  here  for 
Houston,  I  suspect.  But  thank  you  for  coming  and  listening  to  our 
hearing  today. 

Twenty-five  or  so  years  ago  Astronaut  Jim  Lovell  of  the  Apollo 
XIII  mission  said  the  fateful  words,  "Houston,  we  have  a  problem". 
Ladies  and  gentlemen,  while  the  Apollo  crew  made  it  home  safely, 
I  believe  our  nation  continues  to  have  a  problem  sustaining  a  do- 
mestic energy  supply,  particularly  with  respect  to  crude  oil  produc- 
tion. The  Committee  on  Resources  comes  to  the  oil  capitol  of  the 
world  today  to  listen  to  you  who  live  and  work  in  the  oil  patch  in 
order  to  gain  an  understanding  about  why  so  much  investment  in 
the  industry  has  taken  flight  elsewhere,  whether  or  not  that  trend 
is  hurting  our  security  and  standard  of  living,  and  what  the  several 
states  here  represented  are  doing  at  their  level  of  government  re- 
garding this  problem. 

The  104th  Congress  is  now  entering  its  second  session.  Members 
on  both  sides  of  the  aisle  will  acknowledge  that  the  majority  view 
on  issue  after  issue  has  been  "what  are  the  states  doing  and  how 
are  they  doing  it  better  than  the  feds?"  That  is  the  so-called  revolu- 
tion at  work  in  Congress  today.  I  believe,  as  do  many  others,  that 
the  states  often  have  a  better  perspective  on  resolving  problems 
than  does  the  Federal  Government.  There  are  lessons  to  be  learned 
from  our  friends  in  Texas,  Louisiana,  Oklahoma  and  New  Mexico — 
in  and  outside  of  government — about  stemming  job  loss  from  the  oil 
patch  or  creating  new  opportunities  both  on  and  offshore  and  the 
Committee  wants  to  hear  them. 

(1) 


I  want  to  say  at  the  outset  of  today's  hearing  that  the  jurisdiction 
of  the  Resources  Committee  on  this  issue  is  basically  one  of  over- 
sight of  the  Federal  minerals  estate,  both  onshore  and  the  Outer 
Continental  Shelf.  Any  legislative  initiatives  which  our  Committee 
might  undertake  are  therefore  limited,  but  Chairman  Young  and  I 
purposely  did  not  ask  you  to  restrain  your  remarks  to  this  sphere 
of  influence  because  we  are  more  than  willing  to  pass  on  ideas  we 
gain  as  a  result  of  broader  commentary  to  the  proper  committees 
of  jurisdiction,  such  as  Ways  and  Means  and  the  Commerce  Com- 
mittee. 

However,  I  have  no  doubt  that  we  in  the  Resource  Committee 
can  make  a  difference  to  your  industry  and  to  the  Nation  as  a 
whole  by  shaping  legislation  that  does  address  access  concerns  or 
other  Federal  mineral  leasing  choke-points  which  may  act  to  un- 
duly restrict  broader  participation  in  both  onshore  and  offshore  ex- 
ploration and  production  activities.  An  example  is  the  Federal  Oil 
and  Gas  Royalty  fairness  bill  still  in  progress,  which  would  create 
a  statute  of  limitations  on  lessee/lessor  obligations,  strictly  define 
lessee  payment  liabilities,  as  well  as  provide  for  reciprocity  on  in- 
terest for  overpaid  royalty  pa3mients.  Another  would  be  recently  en- 
acted legislation  containing  royalty  relief  provisions  for  a  fixed  vol- 
ume of  oil  or  gas  produced  from  OCS  lease  tracts  in  waters  of 
greater  than  200  meters  in  depth. 

I  expect  the  Minerals  Management  Service  to  hold  a  Gulf  of  Mex- 
ico OCS  lease  sale  this  spring  where  certainly  some  of  the  tracts 
offered  will  be  in  deeper  waters.  Please  make  your  bid  envelopes 
bulge  when  you  send  those  offers  in.  Treasury  Secretary  Rubin 
needs  the  extra  cash  and  we  could  use  the  oil  and  gas  resources 
which  I  hope  you  find  under  the  deep  and  shallow  water. 

Let  me  finish  by  saying  that  our  U.S.  oil  and  gas  industry  and 
the  service  industries  which  it  has  spawned  are  vital  not  only  to 
Texas  and  the  Gulf  Coast  region,  but  to  the  entire  nation  from  Ha- 
waii to  Maine  and  Alaska  to  Florida. 

Yes,  Houston,  we  do  have  a  problem.  The  loss  of  industry  jobs 
over  the  last  decade  is  truly  staggering  in  magnitude,  but  with 
your  help  and  a  motivated  Congress,  we  can  and  must  address  the 
flight  of  industry  capital  and  high  paying  jobs  to  sunnier  business 
climates  elsewhere.  I  urge  all  of  you  to  hold  the  collective  feet  of 
Congress  and  the  President  to  the  fire  until  we  do  so. 

I  want  to  now  welcome  the  Houston  area  Representatives  that 
are  here  today  and  ask  unanimous  consent — and  that  is  me — for 
participation  with  our  panel.  I  ask  that  any  opening  remarks  be 
limited  to  a  few  minutes  so  that  the  witnesses  will  have  appro- 
priate time  to  relate  their  views. 

First,  I  would  like  to  recognize  Representative  Sheila  Jackson 
Lee. 

STATEMENT  OF  THE  HON.  SHEILA  JACKSON  LEE,  A  U.S. 
REPRESENTATIVE  FROM  TEXAS 

Ms.  Jackson  Lee.  Chairman  Calvert,  thank  you  very  much,  and 
to  Chairman  Young,  we  thank  you  for  the  opportunity  for  Houston 
to  be  actively  involved  in  this  very  important  process.  So,  I  wel- 
come you  to  Houston,  and  as  I  said  earlier  today  as  we  met,  this 


weather  is  to  reemphasize  the  importance  of  oil  and  gas  in  this  na- 
tion. 

As  many  of  you  know,  Texas,  and  more  specifically  Houston,  was 
at  the  center  of  the  oil  boom  of  the  1980's.  That  economic  tidal 
wave  created  thousands  of  jobs  and  generated  millions  of  dollars  in 
revenue  for  companies,  individuals,  as  well  as  state  and  local  gov- 
ernments. Since  those  heady  days,  however,  we  have  seen  a  steady 
decline  in  both  oil  production  and  employment.  The  resulting  loss 
of  jobs  has  truly  been  devastating  to  many  communities  and  indi- 
viduals. During  the  1960's  and  1970's  there  were  many  more  Texas 
roustabouts  on  oil  rigs  than  there  are  now.  Since  the  employment 
high  of  1982,  jobs  in  the  gas  and  oil  extraction  industries  through- 
out the  Nation  have  decreased  by  357,000,  which  represents  more 
than  a  50  percent  decline.  Throughout  the  1970's  and  1980's  while 
industry  employment  waxed  and  waned  respectively,  blacks  made 
consistent  gains.  This  is  evidenced  by  the  steady  increase  in  the 
percentage  of  African-Americans  within  the  petroleum  and  natural 
gas  extraction  business,  from  less  than  3.5  percent  in  1972  to  a 
high  of  five  percent  in  1991.  In  particular,  that  impacts  the  18th 
Congressional  District  which  I  represent. 

Much  like  the  auto  industry,  the  energy  industry  is  a  highly  inte- 
grated part  of  the  United  States'  economy.  Not  only  does  the  indus- 
try directly  supply  jobs  but  it  is  also  intricately  linked  with  the 
banking,  petrochemical,  rubber,  machine  and  construction  indus- 
tries. Each  $1  million  invested  in  the  oil  and  gas  extraction  indus- 
try creates  approximately  20  new  jobs  in  all  sectors  of  the  economy, 
certainly  an  important  impact  in  this  area.  Hence,  new  growth  in 
the  energy  sector  directly  translates  into  new  jobs  and  economic 
growth. 

It  is  for  these  reasons  that  I  am  happy  to  see  this  Congressional 
committee  investigating  this  issue  and  looking  for  ways  to  encour- 
age domestic  oil  and  gas  exploration  and  production,  and  doing  so, 
I  think,  with  an  objective  balance  between  this  need  and  the  envi- 
ronment. I  have  long  been  a  strong  supporter  of  legislative  initia- 
tives such  as  the  deep  water  royalty  relief  and  Alaskan  north  slope 
oil  exports  contained  in  Senate  Bill  S.395,  which  at  all  times,  we 
have  asked  the  questions  about  environmental  impact  and  have 
been  assured  of  the  adequacy  of  those  protections,  and  I  will  con- 
tinue to  be  so  in  the  future.  I  also  recently  hosted  a  meeting  of 
President  Clinton  and  chief  executive  officers  of  energy  related 
companies  to  discuss  some  of  these  important  issues.  So  far,  the 
104th  Congress  has  concentrated  on  mainly  budgetary  issues.  It  is 
my  hope,  as  we  talk  about  a  national  energy  policy,  that  we  will 
see  this  Congress  foster  that  direction  and  emphasize  this  policy  to 
help  our  pressing  domestic  energy  issues. 

While  the  Federal  Government  should  indeed  encourage  fossil 
fuel  development,  we  cannot  keep  our  heads  buried  in  the  sand  and 
must  realize  that  many  of  the  lost  jobs  are  never  to  return  to  the 
traditional  energy  sector.  In  addressing  this  problem,  the  Federal 
Government  should  look  for  new  opportunities  to  assist  in  the  de- 
velopment of  alternative  and  renewable  energy  sources  as  well  and 
involve  all  of  those  aspects  for  developing  a  national  energy  policy. 
I  think  we  can  do  this  combining  environment,  combining  oppor- 


tunity,  combining  needs  for  jobs  and  certainly  a  need  for  domestic 
energy  production  increase  over  the  next  decade. 

I  thank  you  very  much,  Mr.  Chairman,  and  I  would  like  to  sub- 
mit my  remarks  for  the  record. 

Mr.  Calvert.  Without  objection.  Thank  you,  Representative 
Jackson  Lee. 

Next,  Representative  Ken  Bentsen. 

STATEMENT  OF  THE  HON.  KENNETH  E.  BENTSEN,  JR.,  A  U.S. 
REPRESENTATIVE  FROM  TEXAS 

Mr.  Bentsen.  Thank  you,  Mr.  Chairman.  I  would  like  to  make 
a  few  brief  remarks.  If  I  might  ask,  I  would  like  to  ask  unanimous 
consent  to  submit  my  written  statement  for  the  record. 

Mr.  Calvert.  Without  objection. 

Mr.  Bentsen.  Mr.  Chairman,  I  appreciate  you  and  Chairman 
Young  for  holding  these  hearings  to  highlight  the  importance  of  the 
energy  industry.  About  the  middle  of  last  year,  the  Banking  Com- 
mittee of  the  House  on  which  I  sit  had  the  annual  Humphrey-Haw- 
kins testimony  of  the  Chairman  of  the  Federal  Reserve  Board  and 
Alan  Greenspan  went  through  the  Beige  Book  that  is  put  out  by 
the  Board  on  an  annual  basis,  and  in  there,  we  saw  an  alarming 
rise  not  just  of  the  trade  deficit  but  of  oil  imports  as  part  of  that 
trade  deficit.  And  as  one  who  has  been  hesitant  to  endorse  some- 
thing like  an  import  fee  for  fear  of  its  potential  inefficiency,  I  do 
believe — and  I  think  Chairman  Greenspan,  while  never  confirming 
anything  to  you,  at  least  understood  a  fear  that  we  may  be  having 
a  transfer  of  wealth  going  on  in  terms  of  our  oil  and  gas  economy, 
in  particular,  our  ability  in  terms  of  exploration  and  refinery  oper- 
ations. I  think  this  macroeconomic  concern  transcends  regional  con- 
cerns that  we  have  had  as  a  nation  in  the  past  as  it  relates  to  price 
stability  and  even  end-user  concerns.  So,  I  appreciate  the  fact  that 
your  committee  is  highlighting  this  issue.  I  think  it  is  something 
that  is  of  a  national  security  importance. 

I  would  also  congratulate  your  committee  for  the  work  that  was 
done  on  the  deep  water  relief.  I  was  glad  to  support  that.  That  was 
a  bipartisan  issue.  We  actually  had  to  fight  it  from  a  bipartisan 
perspective  as  well  because  some  felt  it  was  corporate  welfare.  I 
disagreed  with  that. 

I  appreciate  what  you  are  doing  with  the  royalty  bill  program. 
My  understanding  is  that  the  administration  is  working  closely 
with  you  all  on  that  and  hopefully  that  will  also  be  coming  to  the 
forefront  soon. 

With  that,  I  will  just  submit  my  statement  for  the  record  and  ap- 
preciate the  panels  that  you  are  going  to  have. 

[The  statement  of  Mr.  Bentsen  follows:] 

Statement  of  Hon.  Kenneth  E.  Bentsen,  Jr.,  a  U.S.  Representative  from 

Texas 

Mr.  Chairman  and  members  of  the  Committee.  I  want  to  welcome  you  to  my 
hometown  of  Houston,  and  I  thank  you  for  inviting  me  to  participate  in  this  field 
hearing  today.  As  the  energy  capital  of  the  world,  Houston  is  the  ideal  location  to 
conduct  hearings  on  the  future  of  our  nation's  oil  and  gas  industry. 

America's  economic  stability  and  national  security  depend  on  a  strong  domestic 
energy  industry.  Recent  federal  statistics  report  that  the  U.S.  imports  more  petro- 
leum than  ever  before,  and  it  is  clear  that  we  must  address  how  to  increase  invest- 
ment in  domestic  exploration  and  production. 


Although  many  Americans  may  think  of  the  oil  and  gas  industry  in  terms  of  the 
1970s,  with  its  gasoline  shortages  and  long  lines,  energy  companies  are  rapidly 
changing  with  the  1990s  and  the  growing  free  trade  and  interdependence  of  world 
markets.  As  a  result,  American  energy  concerns  have  posted  remarkable  profits  in 
the  last  year,  some  at  50  percent  higher  than  the  same  period  a  year  ago. 

But  these  numbers  do  not  truly  reflect  the  impact  of  the  energy  industry  on  the 
American  economy,  and  in  particular,  on  our  growing  trade  deficit.  In  addition  to 
automobiles  and  electronics,  oil  imports  are  one  of  the  main  contributors  to  the 
trade  deficit,  costing  the  U.S.  $50.8  billion  on  foreign  crude  and  other  petroleum 
products  last  year  alone. 

This  trade  deficit,  along  with  the  emergence  of  a  sophisticated  crude  futures  mar- 
ket, could  eventually  undermine  the  stability  of  the  dollar.  Ultimately,  an  unstable 
dollar  could  lead  to  a  further  reduction  in  domestic  production  of  oil  and  gas,  which 
has  already  led  to  the  bankruptcy  of  hundreds  of  American  businesses  and  the  lay- 
off of  over  400,000  workers  nationwide.  These  are  concerns  we  must  face  in  the 
growing  global  marketplace. 

Investment  in  domestic  energy  exploration  is  vital  to  the  goals  of  increasing  do- 
mestic energy  production,  creating  jobs  and  helping  American  energy  companies 
compete  in  the  marketplace.  Congress  has  encouraged  such  investment  by  providing 
roysJty  relief  for  energy  companies  that  risk  exploration  in  the  deep  waters  of  the 
Gulf  of  Mexico,  and  I  strongly  supported  that  measure. 

These  provisions  will  spur  investment  in  technologies  such  as  3-D  seismic  surveys 
and  floating  platforms  which  have  proven  successful  in  tracking  oil  reserves  in  the 
Gulf  These  technologies  will  also  create  jobs  in  the  energy  industry  and  further 
limit  our  reliance  on  foreign  oil.  Our  energy  industry  needs  these  incentives  to  com- 
pete with  an  increasingly  skilled  and  technologically-advanced  workforce  abroad. 

But  these  initiatives  are  only  the  beginning.  Spurring  investment  and  increasing 
production  of  domestic  oil  and  gas  will  not  only  help  lower  the  trade  deficit  and  fos- 
ter global  competition,  they  will  also  help  American  consumers  in  the  long  run,  and 
it  will  create  good  paying  American  jobs  from  which  our  entire  economy  benefits. 

I  look  forward  to  hearing  from  the  witnesses  here  today.  I  know  they  will  provide 
us  with  insightful  analysis  and  innovative  ideas  to  address  these  issues.  Thank  you. 

Mr.  Calvert.  Thank  you,  Congressman. 

I  will  now  introduce  our  first  panel.  Hopefully  they  were  able  to 
make  it  through  the  ice.  First,  Victor  Burk  with  Arthur  Andersen; 
Dale  Steffes  with  Planning  and  Forecasting  Consultants;  Milton 
Holloway,  Resource  Economics,  Inc.  and  William  Gilmer  with  the 
Federal  Reserve  Bank.  If  you  would  like  to  come  up  to  the  head 
table.  Thank  you.  First,  we  will  recognize  Victor  Burk. 

I  would  like  to  point  out  that  we  are  under  what  we  call  the  five- 
minute  rule  in  order  to  keep  the  hearing  going.  So  the  little  lights 
there,  a  green  light;  after  four  minutes,  a  yellow  light  will  come  on. 
We  appreciate  your  testimony.  Mr.  Burk. 

STATEMENT  OF  VICTOR  BURK,  MANAGING  DIRECTOR, 
ENERGY  INDUSTRY  SERVICES,  ARTHUR  ANDERSEN  LLP 

Mr.  Burk.  Thank  you  for  the  opportunity  to  make  some  com- 
ments here  this  afternoon. 

In  my  written  statement,  I  have  provided  an  overview  of  the 
forces  that  are  shaping  the  U.S.  exploration  and  production  indus- 
try. Most  of  the  material  comes  from  research  studies  conducted  by 
my  firm  Arthur  Andersen,  or  jointly  by  my  firm  and  another  firm, 
Cambridge  Energy  Research  Associates.  The  items  that  I  provide 
an  overview  of  in  the  written  statement  include  industry  trends, 
the  industry  responses  to  the  low  price  environment  that  has  ex- 
isted for  the  last  10  years,  the  outlook  for  the  U.S.  exploration  and 
production  industry.  Then,  I  will  draw  a  few  conclusions. 

Just  very  briefly,  the  items  that  are  covered  in  industry  trends, 
and  many  of  these  are  well  known  I  think  to  the  people  in  the  in- 
dustry and  to  the  people  here.  But  looking  at  what  has  happened 


over  the  last  25  years  with  oil  and  natural  gas  prices,  the  number 
of  wells  drilled,  crude  oil  production  and  consumption.  I  might 
point  out  there  that  1995  marked  the  10th  consecutive  year  that 
U.S.  crude  oil  consumption  declined  except  for  a  brief  increase  in 
1991  related  to  the  war  in  Kuwait.  Looking  at  oil  imports  as  a  per- 
centage of  total  consumption  in  the  U.S.,  which  in  1995  reached  an 
all-time  high  of  51  percent.  Also  looking  at  industry  employment. 
During  the  last  10  or  11  years,  579,000  jobs  have  been  lost  in  the 
U.S.  oil  and  gas  industry,  excluding  the  retail  segment  of  the  in- 
dustry and  oil  field  service,  with  393,000  jobs  being  lost  in  the  ex- 
ploration and  production  industry  alone. 

Then  also  looking  at  energy  prices  for  end  users,  which  since 
1980,  energy  prices  in  the  U.S.  have  dropped  and  in  1995  were  69 
percent  of  the  level  that  they  were  in  the  1980's.  So  you  might  say 
that  energy  in  the  U.S.  is  cheap,  especially  relative  to  other  coun- 
tries. 

Looking  at  the  industry's  responses  to  the  low  price  environment 
that  has  existed,  these  fall  generally  into,  I  think,  five  categories. 
One,  reducing  cost;  second,  restructuring  assets  through  buying 
and  selling  properties;  third,  redirecting  exploration  and  develop- 
ment strategies  which  I'll  talk  a  bit  more  about.  Fourth,  investing 
in  new  technologies  which  has  reduced  the  cost  to  find  and  develop 
new  reserves  in  the  U.S.  and  to  reduce  the  cost  of  drilling  wells. 
And  fifth,  forming  new  alliances  between  exploration  and  produc- 
tion companies  and  service  and  supply  companies. 

Looking  at  the  outlook  for  the  U.S.  exploration  and  production 
industry,  this  is  based  on  the  eighth  annual  survey  that  Arthur 
Andersen  has  conducted  of  the  exploration  and  production  indus- 
try. Last  fall,  we  completed  our  most  recent  survey,  and  121  com- 
panies responded  to  that.  The  survey  results  show  that  the  people 
in  the  U.S.  industry  do  believe  that  there  are  significant  reserves 
yet  to  be  discovered  in  the  U.S.  In  fact,  92  percent  of  the  companies 
that  responded  believe  there  are  significant  natural  gas  reserves 
yet  to  be  discovered  and  55  percent  believe  there  are  significant 
new  oil  reserves. 

We  have  also  looked  at  factors  affecting  capital  spending  deci- 
sions and  oil  and  natural  gas  prices  are  the  most  important  factors 
affecting  those  decisions. 

Looking  at  the  outlook  for  emplo3rment  in  the  United  States'  ex- 
ploration and  production  industry,  we  find  that  63  percent  of  the 
companies  that  responded  believe  that  there  will  be  a  decline  in 
emplo3rment  this  year  and  58  percent  believe  there  will  be  a  decline 
in  employment  in  the  year  2000  in  the  U.S.  E&P  industry. 

Looking  at  the  significance  of  problems  that  affect  the  industry. 
Uncertain  oil  and  natural  gas  prices  are  seen  as  the  most  signifi- 
cant problems. 

So  what  are  the  conclusions  that  can  be  drawn  from  an  overview 
of  these  forces  that  are  shaping  the  U.S.  exploration  and  produc- 
tion industry?  I  think  first,  the  industry  will  live  in  a  tight  margin 
environment  for  the  remainder  of  the  1990's  because  oil  and  natu- 
ral gas  prices  will  remain  relatively  flat. 

Second,  many  companies,  both  the  major  oil  companies  and  the 
independent  E&P  companies  believe  attractive  opportunities  still 
exist  in  the  U.S.  It  is  clearly  demonstrated  by  the  significant  in- 


crease  in  U.S.  exploration  and  development  spending  in  the  U.S. 
and  their  view  that  there  are  significant  natural  gas  and  oil  re- 
serves yet  to  be  discovered  in  the  U.S. 

Third,  the  investment  in  new  technologies  by  both  large  and 
small  companies  is  paying  off  as  demonstrated  by  the  reduced  cost 
to  find  and  develop  reserves. 

Fourth,  U.S.  crude  oil  production  will  continue  to  decline  and  oil 
imports  will  continue  to  increase  unless  exploration  and  production 
companies  are  given  the  opportunity  to  explore  for  new  reserves 
throughout  the  U.S. 

And  fifth,  the  use  of  natural  gas  will  continue  to  increase  and  the 
demand  growth  can  be  met  by  increased  U.S.  production  if  explo- 
ration and  production  companies  are  given  the  opportunity  to  ex- 
plore for  new  gas  reserves  throughout  the  U.S. 

I  think,  to  wrap  up  here,  despite  a  depression  that  has  lasted  for 
10  years  in  this  industry,  the  leading  U.S.  exploration  companies 
have  both  the  capability  and  the  desire  to  achieve  the  potential 
that  exists  in  the  U.S.  exploration  and  production  industry.  I  would 
encourage  you  to  listen  to  and  understand  the  views  of  those  lead- 
ing companies  in  today's  and  future  hearings. 

Thank  you. 

[The  statement  of  Mr.  Burk  may  be  found  at  end  of  hearing.] 

Mr.  Calvert.  Thank  you,  Mr.  Burk. 

At  this  time,  I  would  like  to  recognize  Congressman  Gene  Green 
who  just  joined  us.  Thank  you  for  coming  out  here.  I  know  this  is 
your — we  are  sharing  the  districts.  We  are  right  here  between  the 
three  members. 

Mr.  Green.  We  are  actually  in  Sheila's  district,  but  I  am  just 
across  the  street. 

Mr.  Calvert.  OK. 

Next,  the  testimony  from  Mr.  Steffes. 

STATEMENT  OF  DALE  STEFFES,  PLANNING  AND 
FORECASTING  CONSULTANTS 

Mr.  Steffes.  Thank  you,  Mr.  Chairman  and  Members  of  Con- 
gress, staff  and  attendees. 

My  name  is  Dale  Steffes  and  I  am  an  independent  strategy  con- 
sultant. I  formed  Planning  &  Forecasting  Consultants  23  years  ago 
prior  to  the  first  embargo.  Recently,  George  Bush,  Governor  of 
Texas,  appointed  me  to  serve  on  the  Interstate  Oil  Gas  Compact 
Commission. 

I  want  to  personally  thank  the  Committee  for  holding  these  en- 
ergy hearings  in  Houston.  I  have  long  held  that  more  than  half  of 
the  important  exploration  decisions  are  made  in  Houston  for  all  the 
wells  of  the  world. 

To  the  great  majority  of  American  citizens  there  is  no  definable 
energy  problem.  All  forms  of  energy  are  adequately  available  at  ac- 
ceptable prices  to  almost  everyone.  So  what  is  the  energy  problem? 
Just  because  they  do  not  recognize  it  does  not  mean  that  you  folks 
do  not  recognize  it.  I  applaud  you  for  recognizing  it.  I  think  the  en- 
ergy problem  should  be  considered  as  two  separate  problems. 

First,  the  U.S.  petroleum  producers  are  being  forced  to  use  false 
domestic  oil  price  signals.  Second,  the  cost  of  maintaining  a  secure 
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oil  supply  cannot  be  economically  quantified  so  we  can  deal  with 
it. 

On  the  first  one,  the  domestic  energy  resources  will  be  under- 
developed in  the  United  States  if  we  are  forced  to  use  that.  All 
other  energy  policies  that  I  know  of  that  has  been  proposed  by 
many,  many  people  try  to  correct  this  false  oil  price  signal.  They 
include  tariffs,  price  floors,  tax  incentives,  cheap  access  to  public 
lands,  government  subsidies,  government  help;  however,  all  come 
with  increased  consumers'  energy  bills  either  directly  or  indirectly. 

Concerning  the  other  one,  only  the  President  can  make  the  nec- 
essary intangible  trade  off  decisions  between  the  country's  oil  sup- 
ply security,  balance  of  trade  and  international  competitiveness.  It 
would  be  a  serious  error  if  the  world's  remaining  superpower  be- 
comes vulnerable  to  foreign  oil  suppliers'  demands.  Our  U.S.  State 
Department  is  always  quick  to  use  the  economic  weapon  of  inter- 
fering in  other  nation's  oil  trade.  That  weapon  could  soon  be  turned 
against  the  United  States  unless  steps  are  taken  to  avoid  that 
threat. 

On  January  the  21st  of  1993,  we  offered  the  Clinton  Administra- 
tion a  plan  to  create,  design  and  operate  a  national  energy  stability 
policy  that  could  resolve  both  of  these  energy  problems.  The  follow- 
ing are  the  projected  annual  financial  effects  from  this.  It  would  re- 
duce our  energy  import  bill  and  balance  of  trade  by  $12  billion  a 
year.  It  would  also  increase  the  energy  producers'  income  by  about 
the  same  amount,  or  about  15  cents  a  million  BTU  on  all  domestic 
energy  produced.  It  would  eliminate  the  threat  of  lower  oil  prices 
on  domestic  producers.  It  would  eliminate  the  Department  of  Ener- 
gy's oil  security  expenditures  by  an  estimated  six  billion.  It  would 
increase  U.S.  income  taxes  collected  by  four  billion.  It  would  de- 
crease the  Department  of  Defense's  required  expenditures  by  X  bil- 
lion. It  would  maintain  U.S.  oil  dependency  at  a  safe,  acceptable 
level  and  all  of  this  without  increasing  the  consumers'  energy  bill. 
In  today's  budget-minded  Congress,  an  annual  $10  billion  net  bene- 
fit ought  to  be  enough  for  serious  consideration.  Now,  our  energy 
policy  would  naturally  increase  the  employment  in  the  energy  pro- 
duction sector  but  this  probably  would  be  offset  by  decreases  in  em- 
plo3rment  in  the  Department  of  Energy  and  Defense. 

The  principal  reason  we  can  make  this  offer  is  because  our  en- 
ergy model  better  depicts  the  world  energy — the  real  world  energy. 
OPEC  and  especially  the  Middle  East  may  own  the  oil,  but  the 
United  States  still  owns  the  market,  we  have  control. 

Former  OPEC  Secretary  Greneral  Subroto  acknowledged  our  pol- 
icy would  perform  as  projected. 

Last  year,  over  50  members  filed  a  bill  to  eliminate  the  Depart- 
ment of  Energy.  Our  policy  would  in  effect  perform  the  DOE's 
prime  function  of  oil  security  at  no  cost  to  the  Federal  Government, 
and  allow  for  the  elimination  of  DOE's  energy  security  function. 
Needless  to  say,  the  Department  of  Energy  is  reluctant  to  respond 
to  our  proposal  to  privatize  their  energy  functions. 

In  closing,  I  would  like  to  submit  for  the  record  five  documents 
that  did  not  qualify  for  inclusion  into  our  written  testimony.  First, 
a  copy  of  our  formal  offer  to  President  Clinton;  second,  a  Trend 
Discontinuity  listing  the  400  largest  public  domestic  energy  produc- 
ers by  their  percentage,  and  it  has  combined  all  the  energies  in 


there,  it  is  a  powerful  little  report;  a  preliminary  edition  of  my  book 
IRREVERENT  ENERGY  WISDOM,  which  is  seven  years  of  col- 
umns for  the  JOURNAL  OF  COMMERCE  for  the  last  seven  years 
of  reporting  what  is  going  on;  I  have  a  book  review  for  Newt  Ging- 
rich's book  TO  RENEW  AMERICA,  I  think  he  left  out  a  chapter 
and  I  wrote  that  chapter  for  him,  if  you  are  going  to  renew  Amer- 
ica, you  have  to  renew  the  oil  and  gas  industry.  Lastly,  I  have  a 
collection  of  background  papers  on  the  evolution  of  an  energy  strat- 
egy consultant. 

I  would  be  honored  to  answer  any  questions  you  have,  or  your 
staff,  now  or  later.  I  also  extend  our  offer  to  work  with  this  commit- 
tee any  way  we  can. 

Thank  you  for  allowing  Planning  and  Forecasting  to  formally 
submit  to  the  House  of  Representatives  our  solution  to  the  United 
States'  two  real  energy  problems — false  oil  price  signals  and  secu- 
rity of  oil  supply. 

Thank  you. 

[The  statement  of  Mr.  Steffes  may  be  found  at  end  of  hearing.] 

Mr.  Calvert.  Thank  you,  Mr.  Steffes,  and  we  will  include  your 
material  for  the  record,  if  there  is  no  objection.  I  hope  you  did  well 
on  your  book  royalties. 

Next,  Mr.  Holloway. 

STATEMENT  OF  MILTON  L.  HOLLOWAY,  RESOURCE 
ECONOMICS,  INC. 

Mr.  Holloway.  Mr.  Chairman  and  other  members  of  the  Com- 
mittee, I  am  pleased  to  present  a  statement  to  your  committee 
today  concerning  the  economic  and  employment  implications  of  de- 
clining oil  and  gas  production. 

I  apologize  for  being  late,  Austin  is  kind  of  iced  in  today  and  I 
live  on  a  hill  in  west  Austin. 

The  paper  that  I  have  provided  to  you,  I  will  summarize  in  three 
points.  The  first  is  in  examining  how  important  this  industry  is — 
and  I  want  to  focus  on  the  state  of  Texas  rather  than  the  U.S.  be- 
cause that  is  where  my  primary  experience  is.  Texas,  as  you  know, 
represents  a  major  portion  of  the  U.S.  energy  industry. 

The  first  point  I  want  to  make  is  that  in  understanding  the  im- 
portance of  this  industry  to  the  Texas  economy,  one  needs  to  worry 
about  how  to  measure  that  and  secondly,  any  measure  that  you 
have  of  the  importance  of  the  industry  has  to  be  relative  to  some- 
thing. And  I  want  to  make  that  comparison  to  what  the  industry 
amounted  to  in  1972  prior  to  the  first  embargo,  because  the  inter- 
vening years  since  then,  in  my  opinion,  have  been  unusual  in  the 
long-term,  and  so  for  a  proper  perspective,  we  ought  to  make  the 
comparisons  with  an  earlier  period,  and  I  have  selected  1972. 

Now  there  are  various  ways  of  measuring  the  importance  of  the 
industry  and  I  want  to  focus  on  the  ones  that  are  always  listed, 
and  that  is  production,  but  also  the  related  industries  of  chemicals, 
refining  and  oilfield  machinery.  And  to  examine  the  physical  pro- 
duction, the  value  of  production,  the  gross  state  product  and  fi- 
nally, the  employment  that  goes  along  with  this  industry  because 
as  you  examine  these  different  measures  of  performance  of  the  in- 
dustry over  a  period  of  time,  you  get  very  different  implications.  So 
my  first  comment  has  to  do  with  the  measurement. 
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The  second  one  has  to  do  with  measuring  the  economic  impacts 
of  an  incremental  change.  If  we  are  concerned  about  the  continued 
dechne,  which  we  certainly  are,  then  we  need  to  know  how  to 
measure  the  economic  impact  of  that  continued  decline,  and  I  have 
some  measures  that  I  offer. 

The  third  point  has  to  do  with  what  might  we  do  to  slow  the 
long-term  decline  that  is  now  certainly  in  progress.  And  I  believe 
there  really  are  two  overriding  issues  that  will  determine  that. 

First,  the  matter  of  measuring  the  importance  of  the  industry. 
When  I  compare  1972,  prior  to  the  oil  embargo  of  1973,  with  to- 
day's level,  oil  production  is  down  by  57  percent,  gas  production  is 
down  by  53  percent.  But  if  we  look  at  the  value  of  production,  we 
have  to  consider  prices  and  we  take  the  inflation  out  of  those  num- 
bers, so  we  are  talking  about  the  same  dollars  now  as  22  years  ago, 
then  you  see  that  oil  prices  have  actually  gone  up  about  23  percent 
in  real  terms,  but  gas  prices  are  up  180  percent — gas  was  very 
cheap  in  the  old  days. 

So  the  value  of  production,  even  though  physical  quantities  are 
down  by  roughly  50  percent,  the  value  of  production  is  down  by 
only  27  percent. 

Now  let  us  look  at  the  other  typical  measure  and  that  is  the 
gross  state  product,  which  is  a  gross  measure  of  income  to  the  econ- 
omy. The  production  industry  actually  has  shown  a  39  percent  in- 
crease in  real  terms  in  the  22  years  since  1972.  If  we  look  at  em- 
ployment in  the  production  industry,  it  has  risen  by  57  percent. 

So  how  do  we  explain  these  seemingly  inconsistent  sets  of  fac- 
tors— production  is  down  by  50  percent,  value  is  down  by  27  per- 
cent, but  the  gross  state  product  is  up  by  57  percent  and  employ- 
ment is  also  up. 

Well,  the  answer  of  course  is  efficiency  in  production.  The  experi- 
ence especially  of  the  last  10  to  15  years  has  shown  that  we  have 
discovered  how  to  recover  oil  and  gas  resources  much  more  effi- 
ciently than  in  the  old  days.  So  while  the  production  declines  are 
certainly  alarming,  taken  into  proper  perspective,  they  are  not 
nearly  as  important  as  the  aggregate  measure.  So  technology  is  the 
answer  to  explaining  the  differences  in  these  trends. 

Now  the  impacts  of  a  change  are  usually  measured  in  economic 
terms  by  multipliers,  and  the  gross  state  product  multipliers  for 
this  industry  range  between  1.5  and  2.9,  which  means  one  million 
dollars  of  production  is  going  to  result  in  $1.5  million  to  $2.9  mil- 
lion in  increased  GSP  to  the  economy. 

And  the  employment  numbers  are  larger,  1.9  to  3.5  for  every  em- 
ployee directly  in  the  industry,  then  total  throughout  the  economy 
is  between  two  and  3.5. 

Well,  what  is  the  outlook  for  the  next  15  years?  If  the  trends  con- 
tinue, we  will  lose  another  30  percent  of  oil  and  gas  production  in 
Texas,  and  that  could  amount  to  an  additional  loss  of  88,000  jobs 
and  $6.7  billion  per  year  in  gross  state  product  losses.  So  that  is 
how  important  it  is  to  keep  this  decline  from  continuing. 

The  key  factors  that  will  slow  the  decline  are  the  now  obvious 
need  for  the  electric  utility  industry  to  convert  back  to  natural  gas 
and  that  will  greatly  increase  both  the  production  and  demand  for 
natural  gas.  The  other  important  topic  is  the  continued  application 
of  technology  to  the  recovery  of  conventionsd  oil  and  gas,  especially 
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natural  gas.  We  have  seen  huge  increases  in  the  productivity  of 
wells  at  lower  cost,  and  that  is  the  key  to  our  continuing  ability 
to  extract  the  most  possible  from  our  limited  resources. 

Thank  you. 

[The    statement    of    Mr.    HoUoway    may    be    found    at    end 
of    hearing.] 

Mr.  Calvert.  Thank  you,  Mr.  Holloway. 

Mr.  Gilmer. 

STATEMENT  OF  ROBERT  WILLIAM  GILMER,  FEDERAL 
RESERVE  BANK 

Mr.  Gilmer.  Yes,  thank  you. 

I  would  like  to  thank  the  committee  for  the  invitation  to  appear 
today  and  for  a  place  on  your  agenda.  I  do,  as  an  employee  of  the 
Federal  Reserve  Bank  of  Dallas,  have  to  say  that  the  views  ex- 
pressed are  my  own  and  not  necessarily  those  of  the  Federal  Re- 
serve System — I  cannot  speak  for  Mr.  Greenspan. 

It  is  in  my  capacity,  however,  as  a  Houston-based  economist  for 
the  Federal  Reserve  that  I  have  developed  a  strong  interest  in  the 
relationship  between  oil  and  gas  and  the  Gulf  coast  economy.  The 
vast  petrochemical  belt  that  stretches  along  the  Texas  and  Louisi- 
ana Gulf  coast  is  one  of  America's  greatest  industrial  assets.  The 
Gulf  of  Mexico  has  emerged  as  one  of  the  most  active  basins  in  the 
world,  and  Houston  remains  a  world  center  for  new  energy  tech- 
nology and  engineering. 

Employment  in  the  oil  industry  clearly  remains  under  pressure. 
Even  if  we  mark  the  end  of  the  oil  bust  at  1987,  jobs  have  declined 
in  the  industry.  Extraction  jobs  and  production  services  and  ma- 
chinery continue  to  fall  and  are  down  by  15  percent.  The  reasons — 
low  oil  and  gas  prices,  of  course,  put  pressure  on  revenues,  wages 
and  on  domestic  production.  Not  just  low  prices,  but  volatile  prices 
have  an  effect  on  what  we  see  and  what  we  measure  in  this  indus- 
try. Oil  companies  now,  because  of  volatile  prices,  must  be  able  to 
ramp  operations  up  and  down  quickly.  This  flexibility  is  often  pur- 
chased with  outside  suppliers  and  contractors  with  less  of  a  will- 
ingness to  make  a  long-term  commitment  to  hire.  Contractors  and 
law,  accounting  personnel,  janitorial  services  now  share  this  oil- 
based  risk. 

We  have,  of  course,  seen  a  shift  to  overseas  operations  and  the 
new  technology  that  Mr.  Holloway  referred  to,  increasing  efficiency. 

With  declining  employments,  there  have  been  some  important 
marked  trends  within  the  industry.  The  industry  has  sharply  im- 
proved productivity  since  1987.  These  trends  in  employment  have 
worked  equally  against  employees  who  earn  an  hourly  wage  and 
those  that  work  for  a  salary  in  management  or  technical  areas. 
And  these  trends  have  increasingly  moved  jobs  into  metropolitan 
areas.  By  1993,  over  77  percent  of  oil  industry  payrolls  were  within 
the  metropolitan  United  States  and  half  of  the  oil  jobs  in  the  Unit- 
ed States  are  found  within  about  25  metropolitan  areas.  It  is  a  list 
that  gets  shorter  over  time. 

The  relative  growth  of  the  oil  cities  within  the  industry  has  been 
most  dramatic  in  Houston,  one  of  the  few  cities  where  oil  jobs  have 
actually  risen  since  1987,  about  4600  jobs.  The  growth  of  different 
oil  cities  now  follows  a  pattern  of  industrial  clustering  that  is  seen 
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in  many  industries,  but  especially  in  high  technology.  The  oil  com- 
panies are  in  these  cities  for  an  access  to  a  pool  of  skilled  labor, 
a  pool  of  industry-specific  skills  and  defined  specialized  oil  industry 
suppliers.  Access  to  domestic  oil  fields  is  less  of  a  priority  for  these 
urban  jobs.  The  companies  pay  a  premium  in  wages  to  be  in  cities 
with  a  large  number  of  other  oil  companies,  increasingly  a  global 
business  as  domestic  production  declines. 

The  best  predictor  of  where  we  will  find  a  producer  or  a  head- 
quarter facility  is  where  other  producers  and  headquarters  are  lo- 
cated. Service  and  machinery  companies  similarly  seek  their  own 
companies,  but  they  would  also  like  to  be  close  to  other  producers 
and  headquarter  establishments,  or  close  to  their  customers. 

I  mentioned  the  oil  industry's  need  for  outsource  and  contract 
emplojrment,  temporary  workers  and  consultants.  Each  of  these 
categories  of  emplojrment  provides  some  important  exceptions  to 
the  way  we  normally  count  employment.  Reliance  on  outside  sup- 
pliers means  the  effect  of  oil  industry  expansion  and  decline  is  felt 
almost  immediately  in  other  industries — accounting,  law,  janitorial, 
real  estate — almost  as  soon  as  within  the  oil  industry  itself. 

In  1995,  for  example,  a  year  that  in  the  second  quarter  inte- 
grated oil  profits  were  up  nearly  100  percent,  in  Houston,  we  saw 
the  sector  decline  over  most  of  the  year.  Machinery  and  services 
were  up,  but  business  services,  where  we  would  find  the  outside 
contract  suppliers,  Houston  saw  a  7.6  percent  jump  in  employment 
for  over  9000  jobs. 

It  is  clear  we  need  to  know  much  more  about  the  relationship  be- 
tween this  new  pattern  of  outside  buying  and  hiring.  As  the  indus- 
try becomes  a  global  business,  it  is  clear  that  these  urban  jobs  and 
the  impact  of  urban  oil  are  having  effects  on  our  economy  that  we 
understand  less  and  less. 

The  forces  driving  these  trends — low  prices,  volatile  prices,  tech- 
nology— are  as  strong  as  in  any  other  industry  I  can  think  of,  and 
the  oil  industry  would  make  a  wonderful  place  to  conduct  a  study 
of  exactly  this  kind. 

Finally,  as  we  think  about  the  health  of  the  oil  industry,  even  in 
these  urban  segments,  we  see  significant  downward  pressure  on 
employment.  America's  oil  services  technology  in  many  ways  is  the 
envy  of  the  world.  It  is  an  industry  with  a  global  reach  and  yet  we 
continue  to  see  downward  pressure  because  of  the  productivity 
trends  that  we  have  already  discussed. 

When  we  look  at  manufacturing  emplo5rment  in  the  United 
States,  we  never  expect  to  see  that  increase  from  the  current  18 
million  jobs  we  have  now.  Every  new  factory  job  we  will  have  over 
the  coming  decades  will  probably  be  offset  by  a  closing  or  layoff 
elsewhere.  It  does  not  mean  anything  is  wrong  with  what  is  truly 
a  world  class  factory  system,  but  new  technology,  high  levels  of 
productivity  that  hold  down  costs  and  keep  us  competitive,  prevent 
the  growth  of  new  jobs. 

In  our  global  energy  business,  we  are  going  to  see  similar  trends 
over  time,  basically  as  the  growing  reliance  on  technology  and 
highly  competitive  environment  restrain  growth  in  employment  in 
many  of  these  areas  as  well. 

Thank  you. 

[The  statement  of  Mr.  Gilmer  may  be  found  at  end  of  hearing.] 
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Mr.  Calvert.  Thank  you,  Mr.  Gilmer. 

We  are  now  going  to  go  into  the  questioning  phase  for  this  panel. 
We  will  have  plenty  of  opportunity  to  ask  each  one  of  you  several 
questions.  I  will  start  that  off. 

Mr.  Burk,  your  survey  of  companies  clearly  exhibits  more  opti- 
mism about  the  natural  gas  reserves  potential  for  significant  new 
discoveries,  that  is  other  than  oil.  What  do  you  think  is  driving 
this? 

Mr.  BuRK.  I  think  there  is,  probably  in  general,  evidence  to  sup- 
port a  belief  that  there  are  more  undiscovered  gas  reserves  in  the 
U.S.  than  oil  reserves.  And  there  will  be  some  speakers  I  think 
later  today  who  will — who  might  make  some  comments  on  that.  I 
think  that  is  what  is  driving  the  response,  I  think  92  percent  of  the 
companies  in  our  survey  said  that  they  believe  there  are  significant 
natural  gas  reserves  yet  to  be  discovered,  compared  to  I  think  55 
percent  or  so  who  said  there  are  significant  oil  reserves. 

Mr.  Calvert.  Your  testimony  also  provides  a  timely  overview  of 
industry  constraints,  practices  and  attitudes.  One  thing  I  found 
puzzling  is  why  does  drilling  cost  per  foot  for  natural  gas  wells  ex- 
ceed that  for  oil? 

Mr.  Burk.  Well,  let  me  preface  my  response  by  saying  I  am  not 
an  engineer  and  I  think  that  some  of  the  other  speakers  here  on 
other  panels  would  be  better  qualified  to  answer  that  question. 

Mr.  Calvert.  OK,  I  will  save  that  one  for  later. 

Mr.  Steffes,  your  attachment  to  your  testimony  indicates  your 
idea  for  the  import  tickets  earned  by  producing  domestic  energy 
sources  was  offered  to  the  Clinton  Administration  early  on,  but  the 
1993  budget  reconciliation  plan  originally  put  forth  had  a  straight- 
forward, as  we  remember,  the  BTU  tax,  until  cooler  heads  pre- 
vailed. How  do  these  ideas  differ? 

Mr.  Steffes.  They  differ  significantly.  A  BTU  tax  just  puts  a  tax 
on  your  consumption  here  and  it  raises  your  energy  bill.  My  system 
takes  the  money  away  from  the  foreign  producers  who  were  grant- 
ed great  oil  reserves,  especially  in  the  Middle  East,  and  lowers 
their  price,  and  takes  that  money  and  gives  it  to  my  domestic  pro- 
ducers proportional  to  how  much  they  produce.  My  part  of  it  is  all 
mechanical  in  there,  but  it  would  take  that  away. 

Now  it  is  my  judgment  that  we  would  transfer — instead  of  pay- 
ing for  our  foreign  oil,  $40  billion,  we  would  only  pay  $28  billion 
for  the  same  amount  of  oil  and  give  that  money  to  my  domestic 
producers.  That  would  encourage  them  to  go  out  and  look  for  oil, 
because  that  is  a  premium  they  would  get.  That  is  about  $12  bil- 
lion a  year,  according  to  my  model.  That  would  be  15  cents  a  mil- 
lion BTU  and  would  have  them  all  working,  they  would  go  back  to" 
work  for  it. 

The  other  thing  that  it  does,  this  system  eliminates  the  threat 
of  low  oil  prices  on  domestic  producers.  We  are  still  threatened 
with  $10.00  oil  in  the  United  States.  People  are  calling  up  still 
wondering  if  Iraq  comes  back  in  with  two  million  barrels  a  day, 
what  is  the  price  going  to  go  to?  And  for  that  reason,  the  lenders 
do  not  lend  money  to  the  oil  exploration  people  much  over  $10.00- 
$12.00. 

Mr.  Calvert.  Thank  you.  I  have  got  a  couple  of  other  questions, 
but  I  will  get  back  to  you  on  the  second  round. 
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Mr.  Steffes.  Sure. 

Mr.  Calvert.  Dr.  Holloway,  you  seem  to  be  enthusiastic  about 
Union  Pacific  Resources'  success  in  the  Austin  Chalk.  What  do  you 
think  made  Union  Pacific  so  smart  and  will  others  reproduce  their 
success?  What  made  it  work  for  them? 

Mr.  Holloway.  I  asked  them  that  and  they  said  technology  and 
long-term  knowledge  of  the  industry. 

Mr.  Calvert.  So  they  keep  it  a  secret. 

Mr.  Holloway.  Well,  I  guess  that  is  true. 

Certainly  the  knowledge  of  the  resource  base  has  got  to  be  a  big 
explanation  for  that,  and  I  know  that  Dr.  Fisher  will  be  on  a  later 
panel,  but  the  intelligence  about  where  those  deposits  of  oil  and 
gas  lie  and  how  to  tap  them  efficiently  with  precision  has  got  to 
be  a  strong  suit  of  UP  Resources. 

Mr.  Calvert.  OK,  thank  you. 

Mr.  Gilmer,  your  testimony  is  interesting.  Perhaps  we  should 
stop  making  reference  to  the  oil  patch  and  start  calling  it  the 
urban  industrial  cluster.  Houston,  in  my  mind,  is  to  oil  and  gas  as 
Silicon  Valley  in  my  state  is  to  computers.  Your  conclusion  about 
productivity  gains  from  technology  enhancements  shaping  job 
trends  is  no  doubt  accurate,  but  why  does  this  not  translate  into 
increased  or  at  least  level  production  value — barrels  of  oil,  cubic 
feet  of  gas — domestically? 

Mr.  Gilmer.  We  have  many  opportunities  to  find  oil  around  the 
world,  and  it  becomes  a  question  of  producers  actively  seeking  the 
cheapest  oil.  And  as  it  becomes  more  difficult  to  extract  our  oil  and 
the  cheaper  alternatives  are  elsewhere,  the  answer  is  other  things 
equal,  they  have  made  a  decision  to  go  elsewhere. 

Now  the  technology  continues  to  leave  American  oil  in  the  pic- 
ture, oil  that  would  not  have  been  in  the  picture  without  the  ad- 
vance in  technology,  although  we  clearly  have  been  losing  ground 
relative  to  oil  strikes  in  Colombia,  for  example,  which  are  world- 
class  fields  that  have  recently  been  found  there — cheaper  else- 
where. And  given  the  current  economic  environment,  the  rational 
•decision  is  to  look  elsewhere. 

Mr.  Calvert.  Thank  you. 

Next,  Sheila  Jackson  Lee.  Sheila,  do  you  have  some  questions  for 
the  panel? 

Ms.  Jackson  Lee.  Thank  you. 

I  think  if  I  could  pursue  questioning  with  Mr.  Burk,  and  again, 
let  me  thank  all  of  you  all  for  being  here. 

Victor,  I  am  not  sure  in  your  remarks  whether  you  commented 
on  this,  but  an  earlier  question  that  was  raised  to  some  of  us  who 
were  in  an  earlier  meeting  was  a  question  of  domestic  oil  prices 
and  the  fact  that  they  are  at  a  certain  level,  and  whether  or  not 
that  question  or  that  aspect  of  the  oil  business,  even  though  we  see 
that  there  have  been  percentages  of  increase  over  the  last  decades, 
two  or  three  decades,  in  fact  has  more  of  a  major  impact  of  dimin- 
ishing or  decreasing  or  limiting  domestic  energy  production  as  op- 
posed to  the  regulatory  effect.  Would  you  say  or  would  your  num- 
bers suggest  that  they  are  inter-related? 

Mr.  Burk.  I  made  a  comment  that  for  the  domestic  exploration 
and  production  industry  that  companies  would  be  living  in  a  tight 
margin  environment  for  the  rest  ojf  this  decade  because  both  oil  and 
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natural  gas  prices  would  remain  relatively  flat.  With  regard  to  oil 
prices,  absent  some  political  event  that  might  cause  an  increase  in 
prices,  all  the  indications  are  that  what  we  have  seen  is  that  oil 
prices  here  in  the  U.S.  will  remain  in  a  fairly  narrow  range  from 
where  they  are  now  for  the  next  few  years. 

One  of  the  other  panelists  mentioned  the  impact  that  Iraq's  re- 
entry into  the  oil  market  could  have.  Certainly  that  would  probably 
cause  some  spike  in  prices  on  a  global  basis  for  a  brief  period, 
which  would  impact  the  prices  here,  but  in  general,  there  is  more 
than  enough  supply  and  capacity  now  to  meet  the  increase  in  de- 
mand for  the  next  few  years.  That  picture  though  could  change 
very  much  going  beyond  the  year  2000  as  demand  continues  to  rise 
and  I  think  there  are  some  analysts  in  the  industry  who  believe 
that  there  would  have  to  be  new  supplies  found  in  order  to  meet 
that  growth  in  demand,  and  that  would  in  turn  spur  an  increase 
in  prices. 

Ms.  Jackson  Lee.  Thank  you. 

Mr.  Steffes,  am  I  to  understand  that  you  think  there  is  a  role  for 
something  like  the  Department  of  Energy,  but  you  would  like  to  re- 
define it? 

Mr.  Steffes.  Well,  no,  I  think  that  it  can  be  replaced, 
privatized — the  energy  part  of  it.  Now  the  nuclear  part  of  it  has  to 
be  done  by  somebody,  and  I  do  not  make  any  reference  about  that. 

But  their  principal  function  when  they  were  formed  in  1977 
under  the  Carter  Administration  was  to  take  care  of  oil  security  so 
that  we  would  have  an  adequate  oil  supply.  That  was  their  general 
function.  As  far  as  I  am  concerned,  they  have  got  a  report  that  was 
supposed  to  have  been  out,  the  Secretary  instigated  it  in  December 
of  1993,  it  was  supposed  to  be  out  in  December  of  1994,  an  inter- 
agency report  on  oil  security.  I  have  been  writing  a  special  news- 
letter just  to  get  them  that  report  out,  and  it  is  hung  up  either  in 
Treasury  or  State  Department  somewhere,  and  will  not  come  out, 
to  address  that  subject  of  oil  security  for  the  United  States.  One 
of  the  departments  is  holding  it  back. 

Ms.  Jackson  Lee.  I  am  going  to  look  into  that  as  well.  We  prob- 
ably would  have  a  lengthy  discussion  on  our  disagreement  on  that 
point  of  the  Department  of  Energy's  responsibilities,  but  I  wanted 
to  clarify  and  I  now  understand.  I  think  there  are  some  important 
aspects  of  research  and  development  that  they  do  that  I  think  are 
very  important,  but  I  am  glad  that  I  now  understand  your  point. 

Mr.  Steffes.  I  do  not  disagree  with  that.  But  I  say  if  you  make 
the  price  correct  in  the  United  States  and  the  producers  under- 
stand that  it  is  right,  between  the  producers  and  the  consumers, 
without  cheap  foreign  oil,  they  will  have  a  stable  price  and  the  sys- 
tem will  work  perfect. 

Ms.  Jackson  Lee.  Again,  as  I  said,  I  know  that  will  be  a  lengthy 
discussion,  but  I  thank  you  for  clarifying  your  point. 

Mr.  Holloway,  very  briefly,  you  had  noted  an  aspect  that  is  im- 
portant to  the  industry,  research  and  development.  Is  that  some- 
thing that  you  think  the  industry  is  now  actively  involved  in,  or  is 
that  a  partnership  relationship  between  government  and  industry, 
inventing  new  technology? 

Mr.  Holloway.  Well,  it  is  certainly  something  that  companies 
are  doing.  I  do  believe  that  it  is  a  proper  role  of  government  to 


16 

enter  into  those  partnership  relationships.  In  fact,  I  guess  my  gen- 
eral opinion  is  that  the  U.S.  needs  to  be  putting  more  investment 
into  R&D  of  all  types,  certainly  in  this  industry,  for  the  long-term. 

Ms.  Jackson  Lee.  You  have  solidly  answered  my  question. 

I  will  move  quickly  to  Mr.  Gilmer.  Your  economic  assessment,  I 
would  like  to  translate  it  to  this  hub  here  in  Houston,  would  your 
project  that  with  a  different  regulatory  approach,  would  it  trickle 
down  to  Houston  in  the  next  two  decades  or  sooner  than  that  in 
terms  of  job  creation  for  this  industry? 

Mr.  Gilmer.  Anything  that  happens  in  the  oil  industry  will  prob- 
ably happen  first  in  Houston  in  terms  of  employment. 

Ms.  Jackson  Lee.  Excellent. 

Mr.  Gilmer.  We  have  global  skills  and  positive  developments  at 
home  and  overseas  are  both  good  for  this  economy. 

Ms.  Jackson  Lee.  Would  you  see  that  in  a  five-year  range  or 
ten-year  range? 

Mr.  Gilmer.  What  kind  of  proposal  did  you  have  in  mind  specifi- 
cally? 

Ms.  Jackson  Lee.  If,  for  example,  there  was  a  major  establish- 
ment of  a  domestic  energy  policy  that  went  into  effect  by  the  year 
2000,  for  example,  and  had  some  impact  in  domestic  energy 
growth,  how  long  would  it  take  before  there  would  be  an  economic 
impact  specifically  as  it  relates  to  job  increases? 

Mr.  Gilmer.  Well,  it  depends  on  the  shape  of  the  policy  per  se, 
but  as  soon  as  any  kind  of — even  at  the  planning  stage,  even  as 
planning  begins,  it  begins  in  Houston  for  this  industry.  Most  of  the 
management  and  technical  skills  for  the  domestic  industry,  and  in- 
creasingly for  the  global  industry,  are  housed  here  in  Houston.  It 
would  be  extraordinarily  important  for  the  Houston  economy.  Any 
kind  of  development  in  the  energy  industry  is  immediately  felt 
here.  In  terms  of  the  long-term  employment  impact,  it  is  going  to 
depend  on  the  shape  of  that  policy,  but  the  technical  skills,  the  top 
of  the  pyramid  in  terms  of  skills  and  white  collar  jobs  would  be  pri- 
marily felt  here  in  Houston. 

Ms.  Jackson  Lee.  Thank  you.  Thank  you,  Mr.  Chairman. 

Mr.  Calvert.  Thank  you.  Mr.  Green,  do  you  have  some  ques- 
tions? 

Mr.  Green.  Thank  you,  Mr.  Chairman. 

Dale,  let  me  ask  you  some  questions  about  your  import  ticket.  I 
know  you  submitted  it  in  1993.  Have  you  had  a  chance  to  look  at 
that  and  compare  how  that  would  impact  the  GATT  treaty  that 
was  approved  last  year,  and  if  that  would  still  be  permissible? 

Mr.  Steffes.  It  is  my  interpretation  that  it  would  be  permissible. 
The  Governor  of  Nebraska  has  written  a  policy  for  this  and  he 
looked  at  that  and  it  is  the  same  thing.  We  have  the  right  to  pro- 
tect our  own  industry.  We  would  be  using  higher  priced  energy 
than  the  foreign  nations  would,  that  is  our  disadvantage  to  my  pol- 
icy. But  I  think  it  would  be  acceptable  to  GATT. 

Mr.  Green.  OK.  One  of  the  concerns  all  of  us  have  is  to  increase, 
you  know,  obviously  our  domestic  production  in  the  national  secu- 
rity issue  you  mentioned.  Do  you  know  the  percentages?  Because 
I  have  been  told  the  larger  percentages  of  our  imported  oil  typically 
is  from  Mexico  and  Venezuela,  and  sure  from  the  Middle  East,  but 
do  you  know  the  percentages  of  the  total  imported  oil  we  receive 
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and  how  much  would  be  from  Venezuela,  for  example,  or  from  Mex- 
ico as  compared  to  the  Middle  East? 

Mr.  Steffes.  I  do  not — no,  I  do  not  have  that  right  now,  but  oil 
is  very  fungible,  that  is  an  easy  number  to  look  up.  I  would  say 
that  I  think  the  Middle  East  yet  is  18  percent  of  our  50  percent, 
in  that  range;  and  Mexico  is  probably  a  little  bigger  and  Venezuela 
and  Colombia  will  be  coming  in.  ,  ^^  V 

Mr.  Green.  From  what  I  understand,  Mexico  is  just  a  little  larg- 
er than  Venezuela  and  a  great  deal  of  our  imported  oil  comes  from 
our  closest  neighbors  and,  you  know,  not  necessarily  from — al- 
though we  understand  that  whether  the  oil  is  from  Venezuela  or 
Saudi  Arabia,  the  price  is  a  world  price  that  you  are  going  to  work. 
You  know,  the  concern  on  the  security  is  that  we  do  have  fairly 
close  relations  with  each  of  the  two  countries  an5rway,  with  Ven- 
ezuela and  Mexico. 

Mr.  Steffes.  That  is  the  principal  problem  for  the  world,  for  us, 
is  we  have  a  one  universal  oil  price  with  little  differential  for  re- 
duction in  quality,  and  it  is  always  wrong.  It  is  too  low  for  domestic 
producers  and  higher  than  necessary  for  foreign  producers.  My  sys- 
tem establishes  that  differential,  and  we  have  to  accept  that  dif- 
ferential. 

Mr.  Green.  Thank  you,  Mr.  Chairman. 

Mr.  Calvert.  Thank  you,  Mr.  Green.  Mr.  Bentsen. 

Mr.  Bentsen.  Thank  you,  Mr.  Chairman. 

Mr.  Gilmer,  let  me  just  start  with  you.  First,  I  would  say  that 
Alan  Greenspan  sometimes  has  an  uncanny  knack  of  not  even 
speaking  for  Alan  Greenspan. 

[Laughter.] 

Mr.  Bentsen.  And  actually  tends  to  lecture  Members  of  Congress 
more  than  anything  else  on  monetary  theory,  which  I  think  we  are 
better  for. 

Let  me  ask  you  about  your — in  your  discussion  of  this  new  sort 
of  energy  industry,  I  think  it  is  almost  what  Robert  Reich  calls 
symbiotic  analyst  or  something.  Is  that  our  new  competitive  advan- 
tage in  the  oil  industry  in  this  country? 

Mr.  Gilmer.  Well,  it  is  not  really  new,  but  it  has  surfaced  as,  in 
many  ways,  what  we  have  left,  I  suppose.  You  know,  when  the 
North  Sea  was  discovered,  the  British  deliberately  set  out  what 
they  wanted.  They  said,  you  know,  some  day  we  are  going  to  run 
out  of  oil  and  what  we  want  to  have  left  is  an  oil  service  industry 
like  the  Americans  have.  And  in  the  1980's,  there  were  a  number 
of  studies  conducted  on  their  failure  to  do  so.  Why  could  they — 
what  they  wound  up  with  were  supply  boats  and  a  certain  level  of 
construction  activity,  but  the  Americans  continued  to  keep  the  grip 
on  the  oil  service.  And  American  patents,  American  technology  and 
what  we  had  learned  here  at  home  over  decades  and  decades  sim- 
ply proved  impossible  for  them  to  beat.  And  where  we  have  devel- 
oped solid  foreign  competition  from  the  French  and  the  Nor- 
wegians, for  example,  it  has  typically  been  with  some  substantial 
government  subsidies  on  their  part.  But  we  have  a  tremendous  ad- 
vantage in  our  oil  service  industry  based  on  experience  and  that 
holds  us  in  good  stead.  As  it  becomes  a  global  industry,  as  work 
has  moved  overseas,  we  have  seen  the  Slumber  Jays,  the  Baker- 
Hughes  and  the  other- 
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Mr.  Bentsen.  Let  me  ask  you  this.  Otherwise,  we  have  lost  com- 
petitive advantage  in  the  production  side.  Does  it  at  some  point 
concern  you  that  that  trade-off,  where  with  some  widgets  we  are 
not  concerned  if  we  do  not  have  the  competitive  advantage  because 
we  will  make  other  widgets.  But  in  this  case  of  production,  are  we 
concerned  that  there  is  a  real  transfer  of  wealth?  Is  there  enough 
of  a  concern  that  we  ought  to  attempt  some  sort  of  price  stability? 
Again,  I  have  always  been  concerned  that  import  fees  and  things 
like  that  are  inefficient  and  probably  will  not  work.  They  are  politi- 
cally difficult  as  it  is.  And  now  with  GATT  that  raises  other  ques- 
tions also.  But  do  you  think  that  there  is  a  need  for  that? 

Mr.  Gilmer.  Well,  you  know,  in  the  perfect  world  the  economists 
would  like  to  live  in,  we  want  free  trade,  we  want  no  subsidies,  we 
want  no  constraints.  In  terms  of  free  trade,  we  do  not  live  in  a  per- 
fect world  and  there  are  questions  of  national  security.  We  saw 
what  happened  in  1990,  in  the  Middle  East,  the  concentration  of 
resources  in  a  few  hands. 

These  are  issues  that  I  am  not  sure  the  economist  is  fit  to  deal 
with  and  yet  it  is  precisely  the  table  over  there  that  has  made 
those  choices.  It  is  also — we  also  do  not  like  constraints.  We  have 
to  say  I  do  not  like  to  see  the  constraints  that  keeps  us  confined 
in  terms  of  offshore  activity  only  in  the  western  Gulf  of  Mexico. 

Mr.  Bentsen.  Right. 

Mr.  Gilmer.  And  yet,  you  can  understand  the  important  political 
implications  of  advocating  that  we  go  elsewhere  because  of  the  en- 
vironmental constraints  we  face  there — very  difficult  choices  that 
have  to  be  made  that  sometimes  take  on  non-economic  dimensions. 
The  economic  part  of  it,  I  agree  with  you  absolutely  that  these  are 
very  inefficient  and  very  difficult  for  economists  to  advocate  any  of 
those  fees. 

Mr.  JBentsen.  All  things  being  equal  in  an  imperfect  world,  you 
sometimes  choose  inefficiency  over  efficiency  perhaps. 

Mr.  Burk,  let  me  ask  you  two  things,  and  part  of  this  is  a  lead- 
in  from  my  discussion  with  Mr.  Gilmer.  If  I  understand  correctly 
from  your  survey  and  research,  producers  or  the  industry  as  a 
whole  believes  that  greater  access  to  reserves,  domestic  reserves, 
which  also  raises  political  questions  such  as  Alaska  and  the  outer 
continental  shelf  and  the  coast  of  California  and  New  England, 
that  they  would  see  that  as  a  positive.  Reserve,  if  I  understand  cor- 
rectly, is  a  function  of  price  certainly  and  the  ability  to  withdraw 
those  reserves.  But  is  that  inverse  to  supply?  And  I  wonder — I 
mean,  do  we  have  a  problem,  do  we  create  a  potential  problem  if 
we  bring  too  much  access  to  reserves  too  quickly,  that  then  we 
have  an  inverse  relationship  on  price,  create  more  volatility? 

Mr.  Burk.  Theoretically,  you  do,  but  I  really  do  not  see  that  as 
a  real  problem  here.  With  the  U.S.  importing  50  percent  of  its  oil 
consumption,  you  know,  in  this  last  year,  all  the  oil  that  can  be 
found  and  produced  here  in  the  U.S.  will  be  used  here  in  the  U.S. 
Natural  gas  consumption  is  increasing  and  natural  gas  production 
has  increased  every  year  since  I  believe  1986  and  it  is  expected  to 
continue.  So  I  think  all  the  natural  gas  that  can  be  found  and  pro- 
duced will  be  consumed  here.  You  know,  we  have  lived  in  a  period 
of  price  volatility  for  many  years  now,  it  has  been  ten  years  since 
prices  collapsed  in  early  1986,  yet  what  we  have  seen  since  1992 
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is  an  increase  in  exploration  and  development  spending  here  in  the 
U.S.  And  I  think  if  more  areas  were  opened  up,  we  would  see  much 
more  money  being  spent  by  the  U.S.  exploration/production  compa- 
nies, both  majors  and  independents,  to  explore  for  and  develop  re- 
serves here. 

Mr.  Bentsen.  Even  if  prices  continued — I  just  wonder,  if  you 
were  bringing  more  reserves  on  line,  would  prices  not  be  going 
down?  I  am  not  sure  where  I  would  see  that  the  investment  would 
be  worthwhile. 

Mr.  BURK.  Well,  for  oil,  we  would  just  be  replacing,  to  the  extent 
we  can  increase  domestic  production,  we  are  just  backing  out  the 
imports  of  foreign  oil.  Oil  prices  are  determined  on  a  global  basis, 
and  as  Dale  mentioned,  there  are  some  differences  because  of  loca- 
tion and  quality  differentials  for  the  oil.  But  you  know,  from  the 
standpoint  of  additional  oil  production  here,  certainly  if  prices  col- 
lapsed because  of  some  political  reason  or,  you  know,  flooding  of 
the  market  by  the  OPEC  producers,  that  would  have  an  impact  on 
prices  here  which  would  in  turn  have  an  impact  on  investments 
made  by  companies,  and  we  saw  that  back  in  1986  and  1987.  But 
I  think  within  the  parameters  that  we  are  working  under  now,  that 
increased  exploration  here  and  adding  reserves  and  adding  produc-  ^ 
tion  here  in  the  U.S.,  we  are  not  at  great  risk  of  causing  a  price 
collapse. 

Mr.  Bentsen.  I  know  my  time  is  up,  I  guess  my  question  really 
was  would  that  not  compete  against  existing  domestic  exploration 
that  is  going  on? 

Mr.  BuRK.  I  do  not  feel  that  it  would.  I  think  some  of  the  panel- 
ists later  on  today  are  better  qualified  to  answer  that  because  they 
are  the  companies  that  are  making  the  investments.  You  might  ask 
that  question  of  them  and  see  what  their  response  is,  but  I  do  not 
think  it  would. 

Mr.  Bentsen.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Calvert.  Canying  on  what  Mr.  Bentsen  was  talking  about 
and  obviously  his  concern  about  transfer  of  wealth,  if  our  domestic 
production  continues  to  drop,  do  we  risk  losing  other  industries 
which  are  extremely  important  here  to  Houston,  such  as  refining, 
petrochemical,  manufacturing  which  employs  great  numbers  of  peo- 
ple obviously,  as  we  continue  to  be  more  dependent  on  imported 
crude.  That  is  for  anyone — do  you  believe  that  that  could  occur? 
That  we  could  start  losing  those  major  industries? 

Mr.  BuRK.  It  will  to  some  extent.  In  fact,  you  know,  we  are  see- 
ing a  lot  more  refining  capacity.  Refining  capacity  has  been  added 
and  will  be  added  in  the  Middle  East  countries  as  a  lot  of  the 
OPEC  producers  see  a  way  to  add  value  to  increase  their  revenues 
by  selling  petroleum  products  at  a  higher  price  than  what  they  can 
sell  crude  oil.  And  U.S.  imports  of  petroleum  products  has  in- 
creased over  the  last  years. 

Mr.  Calvert.  That  is  almost — well,  as  big  a  fear  anyway  as  the 
value-added  products  that  we  have  from  the  oil  and  gas  industry, 
if  we  lose  that  to  other  countries. 

Mr.  Burk.  But  we  have  also  seen,  you  know,  over  the  last  prob- 
ably 15  years  now,  rationalization  of  the  U.S.  refining  industry  as 
many  of  the  smaller,  less  efficient  refineries  have  been  shut  down 
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and  a  decline  in  the  level  of  employment  in  the  refining  industry 
in  the  U.S.,  not  to  the  extent  that  we  have  seen  it  in  the  explo- 
ration and  production  segment,  but  certainly  a  decline  there  as 
well. 

Mr.  Calvert.  Any  other  comments  on  that? 

Mr.  Gilmer.  I  would  just  like  to  comment,  again  on  the  economic 
impact  of  that  downstream  industry.  We  tend  to  look  at  the  small 
number  of  jobs  directly  within  chemicals  and  refining,  which  is  of 
course  a  very  capital-intensive,  highly-automated  industry.  But  the 
construction  impacts  of  that  industry  are  tremendous  on  the  Gulf 
coast  economy.  If  you  look  over  the  last  25  years  the  typical  city 
on  the  Texas  or  Louisiana  Gulf  coast,  compared  to  an  inland  city 
in  either  Texas  or  Louisiana,  construction  over  the  last  25  years 
has  averaged  25  percent  higher  on  the  Gulf  coast  cities.  Actually 
the  northern  cities  have  grown  a  little  faster  over  those  25  years, 
the  only  reason  I  could  give  you  for  that  is  the  continued  construc- 
tion and  design  and  turn-around  and  maintenance  of  that  tremen- 
dous petrochemical  complex  along  the  Texas  Gulf  coast.  And  as  the 
companies  invest  in  those  plants,  we  have  seen  boom  and  bust 
cycle  associated  in  Houston  and  along  the  Gulf  coast  very  much 
with  that  type  construction  work. 

Mr.  Calvert.  I  have  one  other  question  for  all  of  you.  I  think  all 
of  you  are  economists.  I  remember  Harry  Truman's  remark  looking 
for  a  one-armed  economist  but  never  could  find  one.  Many  of  us  in 
Congress  are  not  economists  and  we  keep  hearing  the  rhetoric  that 
we  believe  to  be  proper  incentives,  or  instead  subsidies  or  corporate 
welfare.  How  do  professionals  such  as  yourselves  see  that?  If  other 
nations  take  a  similar  or  sometimes  even  more  predatory  type  of 
tactics,  incentives,  whatever  you  want  to  call  them,  how  can  it  be 
a  subsidy  if  the  United  States  follows  suit?  Do  you  want  to  com- 
ment on  that? 

Mr.  Steffes.  I  do  not  follow  your  question  quite  totally,  but  you 
are  talking  about  subsidizing  the  energy  industry  through 

Mr.  Calvert.  Well,  there  are  those,  for  instance,  who  will  say 
that  what  we  are  trying  to  do  in  royalty  fairness  in  making  collect- 
ing royalties  on  oil  more  efficient,  is  corporate  welfare.  I  do  not 
think  anyone  at  this  table  would  say  that,  but  there  are  those  in 
Congress  who  would  say  that.  And  it  is  not  a  partisan  issue,  by  the 
way.  There  are  Republicans  who  would  say  that,  there  are  Demo- 
crats who  would  say  that.  Or  giving  incentives  to  drill  in  deep 
water  is  corporate  welfare.  Would  you  consider  that  corporate  wel- 
fare, any  of  you? 

Mr.  Steffes.  I  do  not  think  it  is  much  more  corporate  welfare 
than  if  you  treat  it  as  a  private  property  and  give  a  royalty  of  an 
eighth  for  private  property,  you  ought  to  give  it  to  our  community 
property,  which  is  what  we  own  together,  offshore  is  in  community. 

I  stress  in  my  written  paper  that  the  reason  the  United  States 
developed  their  energy  is  because  we  had  private  property,  some- 
body drilled  a  well,  the  guy  next  to  him  drilled  a  well  to  look  for 
it  too,  and  then  we  needed  a  regulation  because  the  oil  flowed  un- 
derneath it.  But  a  regular  royalty  compared  to  the  private  should 
not  be  considered  wrong  for  the  government  to  take  too,  I  do  not 
think. 

Mr.  Calvert.  Any  other  comments  from  the  panel? 
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[No  response.] 

Mr.  Calvert.  Well,  thank  you  very  much  for  your  testimony,  we 
appreciate  that,  and  we  are  going  to  call  up  the  second  panel. 
Thank  you  again  very  much. 

Mr.  Green.  Mr.  Chairman,  just  on  a  personal  note,  the  first  time 
I  met  Mr.  Steffes,  I  think  we  both  offered  ourselves  to  the  elector- 
ate about  24  years  ago  in  state  legislature. 

Mr.  Steffes.  That  is  right.  I  lost  and  you  won. 

[Laughter.] 

Mr.  Green.  Different  races,  different  districts. 

Mr.  Calvert.  Thank  you  very  much,  gentlemen. 

One  of  our  special  guests  today  unfortunately  was  unable  to 
make  it,  Carole  Rylander,  Chairman  of  the  Texas  Railroad  Com- 
mission. I  think  she  fell  victim  to  the  ice  in  Austin,  and  so  was  un- 
able to  get  out  of  the  house,  I  think  there  is  snow  and  ice  out  there. 
So  filling  in  for  Carole  is  David  Beshear,  Director  of  Communica- 
tions for  the  Texas  Railroad  Commission. 

Next,  Pete  Brown,  Chairman  of  the  Oklahoma  Resources  Board; 
William  LeMay,  Director  of  the  New  Mexico  Oil  Conservation  Divi- 
sion; Ernest  Burguieres,  Commissioner  of  Conservation  and  Assist- 
ant Secretary,  State  of  Louisiana  Department  of  Natural  Re- 
sources— I  know  I  have  mispronounced  that — and  Garry  Mauro, 
Commissioner  Texas  General  Land  Office  and  I  think  Garry  may 
not  have  made  it  because  of  the  ice  also — Mauro,  Garry  Mauro.  I 
had  a  question  mark,  I  do  not  know  if  Garry  made  it  or  not,  I  un- 
derstand he  was  trying  to  get  here. 

I  would  like  to  thank  the  gentlemen  for  testifying  for  us  today. 
Again,  I  would  like  to  explain  we  are  under  the  five  minute  rule. 
If  you  could  keep  your  testimony  to  five  minutes,  we  would  appre- 
ciate that.  And  first,  David  Beshear,  Director  of  Communications 
for  the  Texas  Railroad  Commission.  David. 

STATEMENT  OF  DAVID  BESHEAR,  DIRECTOR  OF 
COMMUNICATIONS,  TEXAS  RAILROAD  COMMISSION 

Mr.  Beshear.  Mr.  Chairman,  Representative  Lee,  Representative 
Bentsen,  on  behalf  of  Carole  Keeton  Rylander,  the  Chairman  of  the 
Railroad  Commission  of  Texas,  who  was  unable  to  get  here  from 
Austin  due  to  ice  today,  I  submit  her  written  remarks  and  a  brief 
verbal  summary. 

Streamlining  the  regulatory  process  and  initiating  economic  in- 
centives are  key  investments  that  have  made  a  positive  difference 
in  Texas,  and  which  should  be  initiated  at  the  Federal  level. 

First,  streamlining  the  regulatory  process.  Chairman  Rylander 
believes  the  Railroad  Commission  may  be  able  to  simpUfy  or  eUmi- 
nate  much  of  our  current  oil  regulatory  program  by  acknowledging 
the  decline  in  our  ability  of  wells  to  produce.  Chairman  Rylander 
supports  a  partial  oil  deregulation  program  which  is  currently 
under  study  by  Commission  staff.  If  implemented,  this  deregulation 
program  would  save  the  Commission  $300,000  a  year  in  reduced 
costs  and  potentially  save  the  industry  over  $40  million  a  year. 
This  savings  would  come  in  reduced  regulatory  compliance  costs 
through  lower  numbers  of  required  well  tests,  reduced  paperwork 
and  the  elimination  of  meaningless  production  limits. 
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Chairman  Rylander's  bottom  line  is  that  our  regulatory  mecha- 
nisms were  designed  at  a  time  to  protect  wells  from  each  other 
when  Texas  wells  could  make  over  1000  barrels  per  day.  Today,  we 
have  90,000  wells  that  produce  less  than  three  barrels  a  day  and 
we  no  longer  need  these  protections.  Her  position  is  that  times 
have  changed  and  regulation  should  change  with  them. 

Point  two,  economic  incentives.  Economic  incentives  work,  7938 
high  cost  gas  wells  have  been  drilled  since  1989  under  a  high  cost 
natural  gas  incentive  exempting  these  wells  from  severance  taxes 
for  ten  years.  These  wells  produced  four  percent  of  all  natural  gas 
in  the  United  States  in  1995  and  have  already  created  $22  billion 
in  economic  benefits  for  Texas  with  an  investment  in  severance  tax 
writeoff  of  only  $568  million  for  the  state.  This  is  a  benefit  Texas 
would  not  have  seen  without  this  incentive. 

Chairman  Rylander  believes  increased  production  resulting  from 
economic  incentives  and  reduced  bureaucracy  will  mean  greater  en- 
ergy independence. 

I  will  close  with  a  short  quote  from  her.  "Every  barrel  of  oil  or 
MCF  of  natural  gas  produced  in  Texas  helps  us  back  out  foreign 
imports.  I  do  not  want  us  to  be  held  hostage  by  Iraq  or  Iran  or  any 
of  the  ayatoUahs,  I  want  us  to  back  out  that  foreign  crude  with  our 
Texas  oil  and  natural  gas.  It  is  available,  it  is  affordable,  it  is  ac- 
ceptable and  it  is  American." 

Thank  you. 

[The  statement  of  Ms.  Rylander  may  be  found  at  end  of  hearing.] 

Mr.  Calvert.  Thank  you,  David. 

Next,  Pete  Brown,  Chairman  of  the  Oklahoma  Resources  Board. 

STATEMENT  OF  PETE  BROWN,  CHAIRMAN,  OKLAHOMA 
RESOURCES  BOARD 

Mr.  Brown.  Thank  you,  Mr,  Chairman  and  committee  members. 
It  is  my  pleasure  today  to  represent  the  Oklahoma  Energy  Re- 
sources Board,  which  is  the  nation's  first  governmental  entity  cre- 
ated specifically  to  advance  the  dual  purpose  of  natural  gas  and  oil- 
related  education  and  environmental  restoration. 

In  my  written  summary,  I  discuss  a  number  of  issues  before  the 
State  of  Oklahoma,  legislative  issues  that  the  state  has  passed  in 
recent  years  and  issues  which  the  state  is  working  on  to  pass,  to 
aid  the  oil  and  gas  industry  in  the  state  of  Oklahoma. 

I  would  like  to  focus  my  oral  comments  today  on  the  agency 
which  I  represent  as  its  Chairman,  the  Oklahoma  Energy  Re- 
sources Board.  The  Oklahoma  Energy  Resources  Board  was  estab- 
lished by  the  Oklahoma  state  legislature  in  1992  and  set  up  a 
board  of  21  individuals  from  segments  of  the  oil  and  gas  explo- 
ration and  production  industry.  The  board  consists  of  independents, 
major  oil  companies,  royalty  owners  and  crude  oil  purchasers. 

The  purpose  of  the  board  was  to  set  a  fund  up  by  assessing  two 
cents  on  every  barrel  of  crude  oil  produced  in  the  state  of  Okla- 
homa into  a  fund  which  the  participants  in  the  fund  could  with- 
draw their  money  at  the  end  of  the  year  if  they  so  desired,  which 
made  the  fund  a  voluntary  fund. 

The  two  cents  a  barrel  would  be  used  specifically  and  statutorily 
mandated  for  two  purposes,  as  I  said  before;  one — and  50  percent 
of  the  money  goes  to  an  environmental  restoration  program  to  ad- 
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dress  historic  sites,  oil  and  gas  drill  sites  in  the  past  that  have 
been  derelict  and  have  no  accountable  party  for  cleaning  them  up. 
There  was  a  legislative  void  in  the  state  of  Oklahoma  to  do  this, 
create  this  function,  and  so  the  industry  stepped  in  and  said  we 
would  like  to  do  it.  And  in  doing  so,  we  voluntarily  mandate  that 
money  to  go  into  that  fund.  And  this  is  administered  by  the  21- 
member  board. 

Secondly,  the  fund  administers  a  public  education  program  con- 
sisting of  an  advertising  program  to  point  out  what  the  industry  is 
doing,  how  important  the  industry  is  to  the  state,  and  to  establish 
a  school  curriculum  program  that  teaches  energy  science  in  the 
state  schools. 

In  the  calendar  year  of  1995,  the  Oklahoma  Energy  Resources 
Board  collected  $1.7  million  in  the  assessed  fund.  The  refunded 
amount  that  year  was  less  than  $90,000  or  less  than  five  percent 
of  the  total  amount  assessed.  Even  though  $1.7  million  sounds  like 
a  lot  of  money,  the  task  that  we  have  undertaken  is  monumental. 

With  the  help  of  the  Department  of  Energy,  we  were  also  able 
to  secure  a  $200,000  grant  which  helped  the  fund  accomplish  some 
pretty  amazing  things  during  its  first  year. 

In  the  very  first  year  of  our  existence,  we  were  able  to  assess, 
evaluate  and  clean  up  71  abandoned  sites,  with  30  sites  near  com- 
pletion by  the  end  of  the  year  of  1995.  We  are  very  proud  of  this 
effort  and  it  has  created  a  tremendous  impression  in  the  state,  es- 
pecially with  regard  to  the  press  and  the  media  throughout  the 
state.  We  have  had  probably  over  $850,000  worth  of  press  media 
given  to  us  in  a  positive  nature  because  of  the  efforts  we  have  been 
making. 

The  problem  we  had  with  these  sites  is  that  years  ago,  in  the 
early  1930's,  the  industry  did  a  lot  of  things  that  we  certainly 
would  not  do  today  and  regulations  today  prevent  us  from  doing, 
but  they  were  not  done  maliciously,  they  were  done  out  of  igno- 
rance. Today,  by  taking  on  the  restoration  of  these  sites,  we  are 
able  to  correct  those  problems  and  to  point  out  to  the  public  that 
we  are  not  uncaring  as  an  industry,  that  we  do  care  about  the  state 
of  Oklahoma,  we  do  care  about  the  health  and  the  environment. 

The  Oklahoma  Energy  Resources  Board  is  a  good  example  of  a 
public/private  partnering  in  the  fact  that  we  have  privatized — as  a 
public  agency,  we  have  privatized  all  of  the  agency's  functions.  We 
have  subcontracted  with  an  environmental  company  to  do  the 
cleanup,  we  have  subcontracted  with  an  advertising  firm  to  do  pub- 
lic education  and  school  curriculum,  and  we  have  subcontracted 
even  the  administrative  function. 

The  Oklahoma  Energy  Resources  Board  has  no  public  employees. 
I  am  the  only — as  an  appointed  member,  I  am  the  only  official 
member  of  the  agency  itself. 

In  1996,  we  hope  to  introduce  legislation  that  will  include  natu- 
ral gas  in  this  function.  We  expect  to  reduce  the  assessment  from 
two  cents  a  barrel  to  one-tenth  of  one  percent,  and  include  natural 
gas.  This  will  bring  in  $4.6  million,  of  which  we  hope  less  than 
$600,000  is  refunded. 

In  addition,  we  would  like  the  U.S.  Congress  to  look  at  IPAA's 
efforts  to  use  the  OERB  as  a  model  for  a  national  program  assess- 
ing a  similar  amount. 
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If  we  are  to  survive  as  an  industry,  we  need  the  support  of  the 
public.  The  only  way  we  are  going  to  gain  the  support  of  the  public 
is  to  seek  that  support  ourselves.  And  this  type  of  a  program  is  an 
effort  to  do  that,  and  I  encourage  Congress  to  help  us  do  just  that. 

Thank  you  very  much. 

[The  statement  of  Mr.  Brown  may  be  found  at  end  of  hearing.] 

Mr.  Calvert.  Thank  you,  Mr.  Brown. 

Next,  Mr.  Fisher. 

STATEMENT  OF  DR.  WILLIAM  L.  FISHER,  DEPARTMENT  OF 
GEOLOGIC  SCIENCES,  UNIVERSITY  OF  TEXAS  AT  AUSTIN 

Mr.  Fisher.  Mr.  Chairman  and  members,  I  appreciate  the  oppor- 
tunity of  being  with  you  and  sharing  with  you  some  of  my  observa- 
tions on  oil  and  gas  production  in  the  U.S.  and  its  resource  base. 

One  of  the  most  dramatic  things  that  has  happened  in  the  last 
decade  as  it  concerns  domestic  oil  and  gas  has  been  the  drastic 
change  in  perception  of  the  resource  base.  If  you  go  back  20  years 
ago,  we  were  working  under  a  concept  of  scarcity,  particularly  in 
natural  gas  and  also  in  oil,  and  a  lot  of  our  policy  was  dictated  in 
that  direction. 

Today,  our  estimates  of  the  amount  of  remaining  oil  and  gas  that 
are  to  be  developed  or  could  be  developed  in  the  United  States  are 
nearly  an  order  of  magnitude  greater  than  they  were  just  20  years 
ago.  We  are  looking  at  estimates  of  oil  in  the  range  of  150  to  200 
billion  barrels,  which  is  equivalent  to  about  a  50  to  60  year  supply 
at  the  current  rates  of  production,  something  on  the  order  of  1600 
trillion  cubic  feet  of  natural  gas,  equivalent  to  an  80  year  supply 
at  current  levels  of  production. 

We  also  see  these  resources  substantially  accessible  at  lower  cost 
than  we  imagined  just  20  years  ago.  And  the  reason  for  this  quite 
frankly  is  what  we  have  seen  in  the  face  of  lower  prices  for  oil  and 
natural  gas  is  a  very  rigorous  application  of  technology.  There  has 
been  a  substantial  substitution  of  technology  for  price.  If  one  looks 
at  the  ability  of  producers  to  bring  forth  oil  and  natural  gas,  that 
is  about  almost  three  times  better  than  it  was  just  in  the  early 
1980's;  that  is,  the  amount  of  oil  and  gas  per  oil  or  gas  well  drilled. 
And  this  has  been  very,  very  substantial,  it  has  been  an  application 
of  technology  to  offset  lower  prices. 

The  situations  in  the  country  as  it  regards  oil  and  gas  though  are 
different.  In  the  case  of  natural  gas,  that  is  generally  a  quite  posi- 
tive situation  that  we  see  now.  The  supplies  have  exceeded  or  met 
demand  for  the  last  ten  years.  Most  of  the  projections  that  we  see 
for  natural  gas  call  for  increased  supplies  available  consistent  with 
the  resource  base  and  at  only  modestly  increasing  real  prices  over 
the  long-term.  And  that  is  a  very  significant  situation.  There  are — 
it  is  not  to  say  there  are  not  problems  and  some  unevenness  in  the 
natural  gas  area,  but  it  is  by  and  large  a  very  positive  one. 

For  oil,  the  situation  is  a  bit  different,  and  there  we  have  seen 
declines  now  for  almost  a  quarter  of  a  century  except  for  a  couple 
of  years  when  that  has  been  reversed.  We  do  have  the  opportunity, 
in  my  judgment,  to  stabilize  oil  production  and  probably  do  it  with- 
out a  particularly  heroic  activity,  but  we  need  to  appreciate  a  cou- 
ple of  things  that  do  tend  to  work  against  us. 
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The  resource  base,  as  I  mentioned,  for  oil  is  very  robust,  but  it 
is  nonetheless  only  about  half  of  what  it  is  for  natural  gas,  in  terms 
of  our  estimates,  and  that  tends  to  favor  natural  gas  as  an  explo- 
ration target.  The  yield  per  effort,  which  is  really  quite  substantial 
in  both  oil  and  natural  gas,  but  in  the  case  of  oil,  it  is  only  about 
a  third,  if  you  look  on  a  BTU  basis,  as  it  is  for  natural  gas,  and 
although  the  price  of  oil  is  a  bit  higher  than  it  is  for  natural  gas, 
that  is  not  enough  to  offset.  That  is  another  thing  that  gives  a  rel- 
ative favorite  toward  natural  gas  over  oil. 

Another  aspect  that  is  very  important  in  the  oil  situation  is  price 
instability  or  the  perception  of  instability.  Gas  prices  in  fact  are 
volatile  and  they  do  change,  but  they  are  subject  to  the  kinds  of 
forces  that  exist  in  this  country,  where  oil,  as  you  know,  is  under 
a  very  loose  and  very  diverse  cartel.  It  has  crashed  in  the  past 
more  than  once,  the  anticipation  that  it  might  do  it  again  leads  to 
a  discounting  that  leads  to  less  drilling  of  oil  prospects  than  might 
have  been  the  case  otherwise.  My  own  judgment  is  if  the  average 
price  of  about  $18.00  that  we  have  seen  in  recent  years,  if  that 
were  a  certain  price  in  the  minds  of  producers,  that  would  probably 
lead  to  30,  perhaps  40  percent  more  drilling,  simply  because  of 
that.  So  there  is  a  discounting  on  that  instability  and  that  is  a  fac- 
tor that  works  against,  differentially,  to  oil  than  it  does  to  gas. 

Also  in  oil,  we  have  a  serious  problem  in  access.  Some  of  our 
greatest  exploration  potentials  for  oil  are  on  Federal  lands  or  in  the 
Arctic  including  the  ANWR  and  other  areas  that  are  closed  to  ex- 
ploration. And  so  the  opportunities  for  fairly  large  economies  of 
scale  production  from  large,  potentially  large  oil  deposits  are  being 
denied.  So  the  issue  of  access,  I  think,  applies  inordinately  to  oil 
a  little  bit  more  so  than  it  does  to  gas — it  does  impact  gas. 

And  of  course,  oil  faces  very  low  cost  imports  and  that  is  a  deter- 
rent in  terms  of  domestic  production. 

Still,  the  bright  light  is  that  there  are  a  number  of  companies 
that  can  profitably  pursue  oil  production  in  this  country,  and  have 
done  so.  Those  are  companies  generally  that  are  not  so  large  that 
they  have  big  overhead,  but  they  have  critical  mass  of  people  and 
resources  that  allow  them  to  acquire  the  technologies  that  exist 
today,  and  to  utilize  them  internally.  There  are  a  number  of  those 
companies  and  they  have  done  quite  well,  they  are  geared  to  the 
increment  of  the  resource  base.  There  will  be  more  of  those  in  the 
future  and  that  holds  some  promise  I  think  in  terms  of  the  overall 
stabilization  of  oil  production  in  the  country. 

But  the  principsd  policy  actions  that  the  Congress  needs  to  con- 
sider is  this  business  of  access.  I  cannot  under-emphasize  that,  that 
is  a  tough  one  to  fight,  but  it  is  one  that  has  to  be  looked  at.  Incen- 
tives, particularly  incentives  that  would  allow  us  to  keep  pursuing, 
keep  growing  this  vigorous  application  of  technology,  something 
like  the  immediate  deductibility  of  geophysical  expenses  to  spur 
more  3-D  type  use.  We  have  vigorously  applied  research  and  devel- 
opment in  the  last  few  years,  but  I  am  not  sure  we  are  making  the 
kinds  of  long-term  investments,  those  need  to  be  looked  at,  both 
public  and  private.  And  finally,  we  could  look  at  a  much  greater 
measure  of  regulatory  balance.  Those  things,  not  Herculean  in  any 
real  sense,  are  the  lands  of  things  that  could  give  the  right  kind 
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of  stimulus  to  bring  oil  in  the  same  capacity  and  outlook  that  we 
see  for  natural  gas. 

Thank  you,  sir. 

[The  statement  of  Dr.  Fisher  may  be  found  at  end  of  hearing.] 

Mr.  Calvert.  Thank  you,  Doctor,  that  was  very  interesting. 

Mr.  LeMay. 

STATEMENT  OF  WILLIAM  LEMAY,  DIRECTOR,  NEW  MEXICO 
OIL  CONSERVATION  DIVISION,  STATE  OF  NEW  MEXICO  DE- 
PARTMENT OF  ENERGY,  MINERALS  AND  NATURAL  RE- 
SOURCES 

Mr.  LeMay.  Good  afternoon,  Mr.  Chairman,  my  name  is  Bill 
LeMay,  Director  of  the  Oil  Conservation  Division  in  New  Mexico. 
I  have  had  40  years  experience  in  this  business,  only  nine  of  which 
has  been  as  a  state  regulatory.  I  have  been  a  consultant,  independ- 
ent geologist  for  25  years.  So  I  have  had  some  perspective  on  the 
industry  which  I  would  like  to  share  with  you  gentlemen  this  after- 
noon. 

I  think  you  have  heard  about  the  plight  of  our  industry,  the  fact 
that  we  have  gone  from  4000  active  drilling  rigs  down  to  700,  lost 
a  quarter  of  a  million  people.  The  tragedy  in  our  industry  is  well 
documented.  We  have  seen  the  trend  that  is  continuing,  the  majors 
are  downsizing,  they  are  selling  off  their  marginal  properties,  they 
are  forming  partnerships  to  reduce  operating  costs  and  be  more  ef- 
ficient. I  think  the  independents  are  struggling  just  to  survive  in 
most  cases,  just  to  stay  in  business.  I  think  any  fat  that  was  part 
of  our  industry  at  one  time  is  long  since  gone  and  we  are  starting 
now  to  cut  into  some  muscle. 

Rather  than  dwell  on  the  negatives,  however,  I  would  like  to  just 
address  some  of  my  remaining  comments  here  to  some  of  the  posi- 
tive courses  of  action  that  I  think  we  can,  as  a  country,  take.  Spe- 
cifically, if  I  told  you  that  we  had  a  product  here  that  was  a  win- 
win  situation  that  would  lower  our  deficit,  our  interest  payments 
overseas,  that  was  clean,  efficient,  cheap,  reliable,  a  real  benefit  to 
our  national  defense,  I  think  we  would  all  rally  around  that  and 
say  we  need  to  promote  this  product  to  its  extreme — that  is  natural 
gas.  Why  we  have  not  still  bothers  me.  I  do  not  know.  It  is  a  do- 
mestic product  and  it  should  be  replacing  foreign  oil,  especially  the 
refined  product  natural  gas,  in  our  transportation  sector.  As  you 
know,  we  are  importing  over  50  percent  of  our  oil  needs  right  now. 
And  that  is  a  killer  as  far  as  balance  of  payments  go. 

I  also  think  that  our  answer  lies  possibly  in  an  energy  policy.  Ev- 
eryone has  an  energy  policy,  but  not  one  that  we  could  rally  around 
and  form  a  consensus  among  ourselves  on.  I  think  that  policy 
should: 

1.  Produce  a  fair  tax  code  that  does  encourage  domestic  explo- 
ration and  development  and  extends  the  life  of  stripper  wells. 
When  in  our  country,  the  average  well  is  making  12  barrels  a  day 
and  the  average  Saudi  well  5000  or  8000  in  Iran,  there  is  a  prob- 
lem there.  We  are  not  the  same  type  of  producing  country.  Ours 
is  a  very  mature  oil  province. 

2.  Encourage  research  into  economical  ways  to  extract  higher 
percentages  of  that  oil  in  place.  I  know  we  have  got  research  going 
on  out  there.  Many  of  the  polymers  I  have  seen  are  successful,  but 
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you  have  got  to  look  at  the  cost  factor  and  that  is,  are  there  present 
economical  ways  to  extract  higher  percentages  of  oil,  especially 
when  we  have  had  an  oil  price  that  has  been  under  $20.00  for  some 
time. 

3.  Let  us  substitute  clean  burning,  domestically  produced  natural 
gas  for  gasoline  refined  from  foreign  crude. 

4.  Let  us  make  available  for  drilling  potentially  productive  Fed- 
eral acreage  while  ensuring  the  protection  of  the  environment. 

5.  Let  us  produce  a  regulatory  climate  that  is  efficient,  consist- 
ent, predictable,  fair  and  reasonable  and  still  protect  human  health 
and  the  environment. 

This  fifth  point  I  think  I  need  to  dwell  on  a  little  bit  more.  You 
know,  we  can  streamline  government  and  make  it  more  efficient. 
We  can  start  by  changing  the  regulatory  approach  from  one  of  com- 
mand and  control  and  one  size  fits  all  to  regulatory  programs  that 
emphasize  results  over  procedures  and  cooperation  over  confronta- 
tion. The  role  of  the  regulator  should  change  to  one  who  educates 
the  industry  and  the  public  on  pollution  prevention  and  who  is 
committed  to  utilize  the  scarce  available  resources  that  we  have  by 
working  with  industry  and  working  with  the  public  to  direct  those 
scarce  resources  to  the  greatest  good.  We  need  to  get  the  biggest 
bang  for  the  buck  and  that  does  not  include  the  expensive  litigation 
that  results  from  some  of  our  current  policies. 

We  can  eliminate  duplication  in  our  regulatory  policy.  There  is 
no  reason  for  the  Bureau  of  Land  Management  to  be  regulating  oil 
and  gas  drilling  and  production  when  the  states  have  been  doing 
this  for  over  60  years,  and  I  might  add,  successfully.  Why  has  a 
parallel  bureaucracy  been  created  to  copy  and  duplicate  the  regu- 
latory procedures  that  we  have  employed  for  years  just  because  of 
different  landownerships?  We  are  experts  and  should  regulate  the 
exploration  and  production  activities  on  state,  on  fee  and  on  Fed- 
eral lands.  We  must  leave  the  surface  use,  the  controversial  issues, 
surface  use  management  issues  to  their  respective  Federal  agen- 
cies. The  state  has  no  business  saying  when  or  how  a  well  should 
be  drilled.  In  other  words,  the  decision  to  drill  a  well  must  be  left 
up  to  the  Federal  agency,  that  is  the  Federal  trust.  State  oil  and 
gas  conservation  rules,  however,  have  been  enacted  and  do  work. 
They  prevent  waste,  they  protect  correlative  rights  of  all  interest 
owners  and  they  do  protect  human  health  and  the  environment. 
We  need  to  eliminate  a  parallel  process  of  regulation.  It  is  costly, 
inefficient,  wasteful  and  cumbersome  to  comply  with  at  best.  At 
worst,  it  produces  confusion,  delay,  results  in  wells  not  being 
drilled  and  results  in  premature  abandonment,  at  times,  of  produc- 
ing wells.  Now  the  states  have  always  been  the  leaders  and  have 
been  the  architects  of  conservation.  I  think  it  is  time  now  to  elimi- 
nate the  duplication  of  regulation  in  the  oil  patch. 

Thank  you  very  much. 

[The  statement  of  Mr.  LeMay  may  be  found  at  end  of  hearing.] 

Mr.  Calvert.  Thank  you.  That  is  exactly  what  we  are  trying  to 
do  with  our  royalty  fairness  legislation. 

Mr.  Brown,  I  just  from  your  testimony  want  to  congratulate  you 
on  what  you  are  doing  in  Oklahoma  and  it  seems  from  what  you 
are  doing,  it  is  not  incompatible  to  protect  the  environment  and 
drill  for  oil,  and  in  fact  fix  past  problems  from  days  in  which  we 
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were  not  as  careful  in  the  production  of  oil  here  in  the  lower  48. 
So  we  need  to  take  what  you  did  in  Oklahoma  to  California  and 
elsewhere  in  the  country  and  educate  the  American  public  that 
that  is  not  incompatible  and  that  the  environment  and  production 
of  oil  and  energy  in  this  country  is  the  right  thing  to  do.  So  thank 
you. 

Dr.  Fisher,  very  interesting  testimony  and  the  access  question  is 
an  extremely  important  one.  We,  as  you  know,  have  debated 
ANWR  as  part  of  the  budget  reconciliation  debate.  Some  believe 
that  the  last  large  oil  find  in  the  North  American  continent  is  in 
ANWR,  we  do  not  know  how  much  oil  is  there,  I  have  heard  all 
kinds  of  estimates,  I  have  been  there  a  couple  of  times,  but  we  be- 
lieve it  to  be  significant.  And  unfortunately  we  cannot  get  access 
into  that  area,  even  though  the  state  of  Alaska,  the  Native  Ameri- 
cans, many  other  people  here  want  to  get  that  access. 

What  kind  of  impact  would  occur,  in  your  mind — as  you  know, 
production  in  the  north  slope  is  down  now  to  1,300,000  barrels  a 
day  from  a  peak  of  about  2  million  barrels  during — I  do  not  know, 
five,  six  years  ago.  And  under  our  agreement,  we  must  remove  the 
pipeline  that  goes  down  to  Valdez  once  production  gets  to  a  point 
where  it  is  not  profitable  to  move  oil  down  into  that  pipeline.  And 
that  pipeline  I  believe  cost  approximately  $7  billion  to  build.  And 
if  we  do  not  get  additional  production  on  the  line  soon,  all  that  will 
be  pulled  out,  and  as  you  also  know,  Alaska  accounts  for  25  percent 
of  domestic  production. 

How  important  do  you  think  it  is  to  get  into  ANWR  and  find  out 
first,  if  there  is  any  oil  down  there? 

Mr.  Fisher.  Well,  that  is  the  essential  question.  We  will  debate 
a  long  time  on  how  much  is  there  until  we  actually  drill  it.  The  po- 
tential though  in  ANWR  I  think  is  substantial.  And  as  you  point 
out,  the  ancillary  activity  that  has  gone  on  with  it,  there  are  a  lot 
of  marginal  fields  in  and  around  Prudhoe  Bay  and  in  and  around 
potentially  where  the  ANWR  development  may  occur  that  probably 
will  not  come  on  in  streams  in  and  of  themselves,  but  the  addition 
of  the  kind  of  potential  that  we  think  exists  at  ANWR  would  be 
enough  to  pull  those  into  the  pipe  too.  So,  it  has  the  prospect,  in 
my  own  judgment,  of  probably  being  able  to  sustain  upwards  of  a 
million  barrels  a  day  worth  of  production.  If  you  look  at  what 
ANWR  might  do  and  what  some  of  the  marginal  fields  that  would 
be  aided  by  that.  And  out  of  a  national  production  of  6.5  million 
barrels  a  day,  that  is  a  very  significant  increment.  So  ANWR  is  not 
the  whole  picture  by  any  means,  but  it  is  a  very  important  one  in 
terms  of  the  oil  side. 

Mr.  Calvert.  Doctor,  I  have  an  API  booklet  here  with  some 
quotes  from  the  past  about  United  States  likely  running  out  of  oil 
reserves  and  some  interesting  quotes  in  here.  As  a  lifelong  geolo- 
gist, how  do  you  feel  about  our  domestic  reserves  picture  today? 
You  mentioned  that  a  little  bit  in  your  oral  testimony,  but  do  you 
believe  that  if  we  can  get  access  to  this  oil,  this  production,  we 
can 

Mr.  Fisher.  Sure,  access  is  one,  in  terms  of  some  of  our  new  field 
production  potential.  Research  and  technology  in  terms  of  improved 
recovery.  A  very  large  part  of  our  resource  base  on  oil  we  already 
know  where  it  exists  and  it  exists  in  existing  fields  and  a  lot  of  the 
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additions  that  are  coming  now  are  in  fact  coming  from  those  fields. 
So  the  combination  of  both  technologies  and  access  are  the  kinds 
of  things  that  really  bring  it  forward. 

And  again,  there  are  probably  some  structural  things  as  well.  We 
have  a  robust  oil  resource  base  in  this  country,  as  I  said  150  to  per- 
haps 200  billion,  depending  on  what  kind  of  price  assumptions  you 
want  to  make.  But  the  increment  at  which  it  exists  and  which  it 
can  be  developed,  with  the  exception  of  a  few  places  like  potentially 
ANWR,  is  relatively  modest  and  that  means  the  reliance  is  very, 
very  heavily  on  efficiency.  And  there  are  a  number  of  protot5rpe 
companies  I  would  say  in  that  regard  that  are  making  those  kinds 
of  activities  and  if  we  can  enlarge  that  crowd,  I  think  we  have  a 
chance  to  really  extend  the  base.  The  base  itself  is  quite  large,  it 
is  a  question  of  how  well  we  can  get  it  developed  and  how  effi- 
ciently we  can  do  it. 

Mr.  Calvert.  Thank  you. 

Mr.  Fisher.  We  are  not  running  out,  not  in  any  sense  of  the 
measure. 

Mr.  Calvert.  Ms.  Jackson  Lee. 

Ms.  Jackson  Lee.  Thank  you  very  much.  And  certainly  to  Chair- 
man Rylander,  I  hope  that  she  will  get  un-iced  and  we  are  glad, 
however,  David  that  you  were  able  to  come. 

I  note  that  in  her  testimony,  she  noted  some  efforts  toward  de- 
creasing the  regulatory  burden,  if  you  will.  And  I  know  that  you 
all  deal  with  the  smaller  producer,  and  we  hopefully  at  this  hear- 
ing will  find  a  common  chord  between  our  larger  majors  and  of 
course  the  smaller  industry.  But  I  note  that  you  suggest  reduced 
paperwork  and  elimination  of  meaningless  production  limitations, 
reduced  tests  on  wells. 

Knowing  our  commitment  to  the  environment  as  well — and  safe- 
ty I  think  is  a  concern  in  the  responsibilities  of  the  Railroad  Com- 
mission— none  of  that,  as  you  understand  it  would  have  a  negative 
impact  on  those  issues,  or  has  had?  You  have  probably  already  im- 
plemented some  of  that. 

Mr.  Beshear.  Thank  you.  Representative. 

We  believe — the  Chairman  believes  that  these  are  bureaucracy 
changes,  if  you  will,  that  can  be  implemented  without  any  impact 
on  public  safety,  without  any  impact  on  wellhead  safety,  safety  for 
those  working  around  the  wellhead,  for  this  exact  proposal,  and  be- 
lieve that  overall  it  is  a  positive  thing. 

As  several  other  speakers  have  noted  today,  it  is  a  changing 
time.  Many  of  these  regulations  were  done  at  a  time  when  the 
whole  Texas  oil  and  gas  scene  was  different,  and  now  we  are  deal- 
ing with  stripper  wells,  we  are  dealing  with  marginal  wells.  So  I 
think  you  are  correct. 

Ms.  Jackson  Lee.  In  the  course  of  time,  you  have  implemented 
some  of  these.  Do  you  have  one  in  particular  that  you  might  give 
me  an  example  of,  or  would  you  like  to 

Mr.  Beshear.  Yes,  ma'am.  For  instance,  there  were  some  injec- 
tion gas  well  reports  that  operators  were  required  to  file,  duplicate 
reports  for  these  injection  wells.  The  Commission  has  eliminated 
that,  which  eliminates  roughly  53,000  duplicate  reporting  require- 
ments. On  pre- 1963  injection  wells,  operators  were  required  to  file 
a  $100  fee  to  change  that  injection  well  pressures  that  could  have 
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been  done  administratively  and  the  Commission  has  changed  that, 
roughly  a  savings  of  $480,000  to  small  oil  and  gas  operators  who 
no  longer  have  to  pay  a  $100  fee.  And  for  the  marginal  operator, 
if  you  have  10  wells  and  a  $100  fee,  that  is  a  significant  amount 
of  money. 

Ms.  Jackson  Lee.  So  you  have  actually  gone  through  and  tried 
to  enhance  the  opportunities  for  these  small  businesses,  who  hap- 
pen to  be  in  the  energy  business  in  particular. 

I  note  also  in  her  testimony  that  you  are  doing  some  incentives 
for  the  second  and  tertiary  recovery  process  and  you  suggest  that 
50  billion  will  be  added  to  the  economy.  Again,  those  are  uniquely 
small  producers  in  many  instances. 

Mr.  Beshear.  That  is  correct. 

Ms.  Jackson  Lee.  Do  you  all  have  any  numbers  or  cross-polli- 
nate with  the  Texas  Employment  Commission  to  know  how  that 
would  translate  as  it  relates  to  jobs? 

Mr.  Beshear.  No,  we  do  not  have  those  figures,  but  I  can  get 
them  for  you. 

Ms.  Jackson  Lee.  I  would  appreciate  it. 

Mr.  Beshear.  Yes,  ma'am. 

Ms.  Jackson  Lee.  Thank  you  very  much  for  being  here. 

Chairman  Brown,  likewise  you  have  made  some  very  vital  points 
in  your  testimony,  commenting  that  it  is  not  in  conflict  to  be  con- 
cerned about  the  environment  and  also  see  an  active  domestic  en- 
ergy industry  thrive. 

One  of  the  points  that  I  have  heard  by  industry  loyalists  is  that 
the  industry  is  not  monolithic.  When  you  begin  to  try  to  design  a 
policy  on  a  national  level,  you  obviously  have  oil  and  gas,  you  have 
majors  and  then  you  have  your  smaller  producers.  I  note  that  you 
are  in  the  latter  category. 

Can  you  help  me  as  you  have  looked  at  Oklahoma,  how  we  would 
be  effective — and  obviously  I  would  not  expect  for  you  to  design  the 
policy  for  us — but  how  we  would  be  effective  in  responding  in  a  bal- 
anced manner  between  some  of  the  tensions  between  our  smaller 
producers  and  our  majors? 

Mr.  Brown.  Well,  Oklahoma  Energy  Resources  Board  consists  of 
major  oil  companies  and  independents  working  together  and  I  have 
been  very  pleased  to  say  this  is  one  common  ground.  We  have  a 
lot  in  common — industry  image,  for  instance,  is  common  to  all  of 
us.  And  when  we  go  out  and  work  together  on  environmental 
projects  like  this,  it  brings  the  industry  a  little  closer  together. 

In  seeking  a  national  agenda  in  this  same  arena,  we  have  been 
able  to  get  consensus  with  the  many  number  of  major  oil  compa- 
nies and  are  currently  seeking  consensus  of  everyone.  If  IPAA  and 
Mid-Continent  and  API  come  together  and  bring  a  legislative  agen- 
da to  Congress  sometime  this  year,  it  is  going  to  be  because  we 
have  a  consensus  among  ourselves.  And  this  type  of  program  works 
well  in  that  regard.  Obviously  in  other  areas,  independents  are 
going  to  differ  with  majors  on  their  legislative  agenda,  simply  be- 
cause we  deal  in  different  products.  Independent  producers  sell 
their  product  at  the  wellhead  and  they  are  subject  to  market  price. 
Major  oil  companies  tend  to  buy  that  product  and  they  are  under 
pressure  to  keep  their  price  as  low  as  possible,  in  order  to  keep 
their  product,  which  ultimately  ends  up  as  gasoline  or  fuel  oil  or 
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whatever  it  might  be,  as  low  as  possible  to  the  consumer.  And  we 
are  the  same  way  as  independents.  We  do  not  want  extremely  high 
prices  because  it  does  not  do  us  any  good.  We  want  the  consumer 
to  be  happy  and  buy  our  product  just  like  majors  do. 

And  so  we  get  along  pretty  well  in  most  arenas,  but  this  was  one 
arena  we  really  worked  well  on. 

Ms.  Jackson  Lee.  Well,  I  am  glad  to  hear  that,  and  I  would  hap- 
pen to  be  one  of  those  who  would  tend  to  think  that  there  are  more 
grounds  of  commonality.  I  am  certainly  glad  to  hear  your  coopera- 
tive mode  in  Oklahoma,  and  I  imagine  we  likewise  here  in  Texas 
are  moving  in  that  direction,  and  I  would  think  that  the  environ- 
ment is  a  place  for  cooperation  because  however  those  regulatory 
processes  are  looked  at,  I  think  we  all  have  a  common  goal  there 
too,  to  be  cooperative  with  that  process.  And  then  I  hear  a  theme 
of  reduction  of  paperwork  would  be  helpful  to  all,  as  long  as  it  is 
generating  the  kind  of  balanced  market  price  that  all  need  to  sur- 
vive. 

My  last  point,  as  the  light  is  on — have  you  seen  or  have  you 
talked  about  increased  employment  through  your  resource  board  as 
you  have  discussed  these  other  issues  about  the  energy  industry  in 
Oklahoma,  have  you  looked  at  employment  growth  in  any  way? 

Mr.  Brown.  In  the  industry  itself? 

Ms.  Jackson  Lee.  Yes,  and  particularly  in  your  state. 

Mr.  Brown.  Actually  no,  the  Energy  Resources  Board's  focus 
right  now  is  simply  on  environmental  cleanup  and  public  edu- 
cation. Possibly  sometime  in  the  future  we  may  undertake  issues 
of  that  nature,  but  we  have  not  done  so  as  of  recent  years. 

Ms.  Jackson  Lee.  Thank  you.  Thank  you,  Mr.  Chairman. 

Mr.  Calvert.  Thank  you. 

Mr.  Green,  any  questions? 

Mr.  Green.  Mr.  Chairman,  just  a  couple. 

Mr.  Brown,  I  like  your  idea  about  what  is  happening  in  Okla- 
homa on  the  national  oil  and  gas  education  and  environmental  res- 
toration checkoff  program,  I  think  that  is  a  good  idea.  Do  you  know 
any  Member  of  Congress  from  Oklahoma  that  is  working  on  that? 

Mr.  Brown.  Of  course,  we  have  not  asked  Congress  to  write  any 
legislation  as  of  yet,  but  it  is  heavily  supported  by  the  Congres- 
sional Members  of  Congress.  I  know  Congressman  Largent  recently 
at  the  Wildcatters  Week  sponsored  by  IPAA,  I  believe  in  September 
of  1995,  discussed  it  at  a  press  conference  at  length,  and  is  quite 
impressed  with  the  program.  He  is  also  helping  us  with  a  safety 
video  that  we  are  creating  to  put  out  in  public  schools,  to  help  kids 
stay  away  from  oil  and  gas  facilities.  We  have  had  some  deaths 
occur  in  Oklahoma  as  a  result  of  that.  And  the  overall  consensus 
of  our  Congressmen  and  both  Senators  is  that  this  would  be  a  great 
program  and  they  are  solidly  behind  it. 

Mr.  Green.  I  have  found  in  Congress  we  have  a  lot  of  commonal- 
ity between  Texas  and  Louisiana  and  Oklahoma  and  I  think  we 
could  easily  work  together.  I  did  notice  though  in  your  statement 
at  the  top  of  page  5  where  you  talked  about  the  number  of  agen- 
cies, using  as  an  example  in  Oklahoma  City  that  you  would  have 
to  deal  with  and  that,  thank  goodness,  you  do  not  have  to  deal  with 
the  U.S.  Coast  Guard.  If  Oklahoma  has  to  deal  with  the  U.S.  Coast 
Guard,  your  friends  to  the  south  might  not  be  around. 
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But  also,  the  Texas  Department  of  Natural  Resources — in  some 
of  our  best  laid  plans,  I  was  in  the  legislature  in  the  Senate 
when — I  guess  it  would  be  the  Oklahoma  Department  of  Environ- 
mental Quality  and  Oklahoma  Water  Resources  would  have  been 
merged  into  TNRC  or,  as  they  say,  train  wreck  as  I  have  heard  it 
referred  to  since  it  was  created.  It  was  an  effort  to  try  and  have 
one  location  for  industry  and  everyone  to  go  to,  but  hopefully  it  will 
no  longer  have  the  name  of  Texas  train  wreck,  because  it  is  a  con- 
solidation of  agencies. 

Thank  you,  Mr.  Chairman. 

Mr.  Calvert.  Thank  you,  Mr.  Green. 

Before  I  go  to  Mr.  Bentsen,  I  would  like  to  recognize  Commis- 
sioner Burguieres,  who  just  arrived,  2uid  we  have  almost  lost  him. 
You  drove  through  all  that  ice  and  we  almost  lost  you  off  the  stage. 

I  would  like  to  go  ahead  and  recognize  you  for  your  statement 
if  you  would  like. 

STATEMENT  OF  ERNEST  A-  BURGUIERES,  III,  COMMISSIONER 
OF  CONSERVATION  AND  ASSISTANT  SECRETARY,  STATE  OF 
LOUISIANA  DEPARTMENT  OF  NATURAL  RESOURCES 

Mr.  Burguieres.  Sure.  Thank  you  very  much. 

My  name  is  Ernest  Burguieres,  I  am  the  Commissioner  of  Con- 
servation for  the  state  of  Louisiana  and  as  such,  I  am  the  chief  reg- 
ulator for  all  oil  and  gas  activities  in  the  state.  I  believe,  unlike 
most  other  states,  Louisiana  focuses  a  tremendous  amount  of 
power  in  one  office  and  in  one  person  in  my  office.  I  do  not  have 
any  involvement  with  royalty  or  anything  like  that,  I  just  regulate 
oil,  gas  injection  mines  and  coal  mining. 

I  have  submitted  a  prepared  statement  that  I  think  you  all  have 
received,  but  if  you  would  indulge  me,  I  would  prefer  to  make  some 
comments  on  what  I  think  is  probably  of  better  interest  to  the  in- 
dustries in  my  state,  and  that  is  the  overlapping  authorities  be- 
tween Federal  and  state  regulators. 

Two  of  the  biggest  problems  that  my  agency  faces  is  problems 
with  EPA  and  Coast  Guard  in  dealing  with  the  oil  companies,  be- 
cause I  end  up  in  many  cases  running  interference  and  trying  to 
keep  the  Federal  agencies  at  bay  from  over-reacting  to  situations 
because  they  come  in  with  a  sledgehammer  and  it  is  oftentimes  not 
productive.  At  this  point,  I  think  I  have  worked  out  an  arrange- 
ment with  EPA  Region  VI  out  of  Dallas  on  a  particular  situation 
that,  if  it  comes  to  pass  like  I  think  it  will  in  the  next  few  weeks, 
should  be  a  model  for  future  relationships  with  Federal  agencies. 
Because  in  my  opinion,  what  the  Federal  agency  brings  is  dollars 
and  in  many  cases,  like  the  Coast  Guard,  resources  in  the  way  of 
manpower,  boats,  things  like  that.  What  they  do  not  bring  is 
knowledge  of  a  particular  local  problem  and  how  to  deal  with  it. 
And  because  they  are  not  from  the  area,  they  have  a  specific  set 
of  rules  and  they  tend  to  just  take  a  sledgehammer  approach  to 
things. 

We  are  involved  in  a  situation  right  now  where  we  have  a  ma- 
ture oilfield  in  which  EPA  was  called  into  it  and  left  to  their  own 
devices,  EPA  was  going  to  spend  $6  million  to  $7  million.  We 
worked  out  an  arrangement  with  several  private  companies,  the 
landowners  and  EPA  where  another  company  will  come  in  and 
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take  over  the  site  that  has  problems  and  clean  it  all  up  and  then 
reproduce  the  field.  This  I  think  is  an  emerging  area  for  smaller 
companies  to  take  mature  fields,  clean  them  up  of  their  environ- 
mental problems  and  start  producing  wells  that,  although  they  are 
mature,  they  still  have  a  lot  of  useful  life  left  in  them. 

My  biggest  dilemma  is  in  getting  high  enough  up  the  f'ederal  hi- 
erarchy in  working  out  informal  arrangements  with  these  Federal 
regulators  so  that  if  they  will  just  give  me  a  chance  with  a  situa- 
tion that  is  not  an  emergency  that  can  be  handled  in  a  timely  man- 
ner, let  me  have  first  crack  at  it  so  that  I  can  try  to  work  things 
out  through  persuasion  rather  than  issuing  just  compliance  orders 
and  things  like  that. 

And  if  you  have  any  questions,  I  will  be  glad  to  answer  ques- 
tions. I  am  sorry  I  am  late. 

[The  statement  of  Mr.  Burguieres  may  be  found  at  end  of  hear- 
ing.] 

Mr.  Calvert.  Thank  you,  thank  you  for  coming. 

Mr.  Bentsen. 

Mr.  Bentsen.  Thank  you,  Mr.  Chairman. 

Mr.  Brown  and — usually  in  Washington,  I  am  able  to  say,  since 
I  am  from  Texas  I  can  pronounce  names  any  way  I  want  to  but 
since  I  am  back  in  Texas  I  have  to  be  careful  about  that,  but  in 
Washington  right  now,  we  are  struggling  over  the  issue  of 
Superfund  and  how  to  come  up  with  a  scheme  basically  in  order 
to  move  the  progiam  forward  from  1981,  actually  get  out  of  the 
courtroom  and  into  the  process  of  cleaning  up.  And  I  would  just  say 
that  although  you  are  working  on  a  slightly  different  program  in 
Oklahoma  and  it  sounds  like  what  you  are  trying  to  do  in  Louisi- 
ana as  well,  you  have  at  least  been  able  to  achieve  a  pretty  bal- 
anced scheme  where  you  are  able  to  do  this.  I  would  hope  that  we 
might  be  able  to  do  that  as  well.  And  I  disagree  with  the  adminis- 
tration on  this,  that  at  some  point  we  are  going  to  have  to  say  we 
cannot  go  back  in  liability  because  we  cannot  determine  liability 
and  we  are  going  to  waste  a  lot  of  time  and  money  in  the  process 
of  doing  it,  and  it  is  going  to  take  an  industrywide  agreement,  in- 
cluding the  insurance  industry,  to  get  there.  That  may  be  harder 
to  do  than  it  sounds,  but  I  think  that  is  what  we  need  to  do.  I  com- 
mend you  on  what  you  have  done. 

Dr.  Fisher,  let  me  ask  you — and  I  read  your  testimony  on  the 
plane  coming  down  this  morning,  and  going  back  to  my  questions 
earlier,  and  I  am  really  just  trying  to  understand  here,  I  do  not 
want  to  get  in  the  middle  of  the  ANWR  fight,  there  is  a  lot  of  blood 
that  is  going  to  be  spilled  over  that,  I  imagine  in  Congress.  But  re- 
serves— you  talk  about  reserves  and  where  they  are,  based  upon 
1980's  technology  versus  2010  technology  projections  there.  And 
also  in  terms  of  price,  it  seems  to  me  that  reserve  is  a  function  of 
price  and  technology,  and  price  is  a  function  of  supply  and  demand. 
And  I  guess  my  question  comes  back  again,  if  we — let  me  take  it 
forward — are  we  at  a  point  now  where  existing  reserves — well,  ex- 
isting exploration  that  is  going  on,  is  that  insufficient  to  meet  de- 
mand? Is  that  the  only  issue  or  is  that  the  main  issue  which  is 
driving  the  decline  in  domestic  production  or  rather  would  it  be,  if 
we  open  up  a  great  deal  more  reserves,  do  we  risk  the  inverse  reac- 
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tion  of  increasing  supplies  too  much,  thus  driving  down  price  and 
therefore  curtailing  the  effect  of  what  we  wanted  to  have? 

Mr.  Fisher.  Sure.  In  the  case  of  oil,  of  course,  demand  is  being 
met,  it  is  being  met  increasingly  by  foreign  imports.  The  whole 
judgment  as  to  whether  that  is  good,  bad  or  otherwise,  it  does  not 
really  have  any  impact  on  what  the  reserve  status  would  be  in  the 
U.S.  in  terms  of  the  impact  on  price  because  that  price  is  controlled 
to  at  least  a  certain  extent  by  global  demand  and  the  ability  of  the 
OPEC  to  balance  supply  and  demand.  To  a  certain  extent,  prices 
can  be,  as  we  have  done  historically  in  Texas  with  market  demand 
prorationing  to  stabilize  price.  That  can  be  done  by  the  OPEC,  but 
the  demand  is  being  met  and  the  issue  there  is  whether  it  ought 
to  be  met  increasingly  from  domestic  production  or  decreasingly  so, 
I  think  is  the  way  I  should  put  it,  as  opposed  to  imports,  is  really 
a  matter  of  policy,  economic  policy,  that  is  broader,  in  my  judg- 
ment, than  just  the  issue  of  oil  prices.  I  do  not  think  it  would  have 
any  effect  upon  demand  in  that  regard,  unless  the  price  were  high- 
er, substantially  higher. 

Mr.  Bentsen.  Well,  I  guess — is  there  excess  supply  within  our 
current  domestic  production  capabilities? 

Mr.  Fisher.  In  the  case  of  oil? 

Mr.  Bentsen.  Right. 

Mr.  Fisher.  No.  No,  all  the  oil  that  can  be  produced  is  needed. 

Mr.  Bentsen.  So  imports  are  more  a  function  of  demand  than  a 
function  of  price  that  oil  can  be  produced  more  cheaply 

Mr.  Fisher.  Sure,  because  our  demand  is  about  twice  what  our 
ability  to  produce  is.  So  the  more  we  produce  domestically,  the  less 
we  would  probably  import.  There  would  be  a  premium  obviously  on 
domestic  production  than  on  imports  in  any  sense.  So  if  we  could, 
by  some  measure,  produce  a  million  barrels  or  more  additional  oil 
tomorrow,  it  would  be  immediately  absorbed  as  a  part  of  demand, 
and  back  out  that  much 

Mr.  Bentsen.  Even  with  a  slight  price  differential. 

Mr.  Fisher.  Even  with  a  slight  price  differential,  yes. 

Mr.  Bentsen.  Thank  you.  Thank  you,  Mr.  Chairman. 

Mr.  Calvert.  Thank  you. 

One  last  question  for  Commissioner  LeMay.  I  have  heard  that 
one  of  our  brighter  onshore  prospects  for  oil  discoveries  is  the  Dela- 
ware Basin  in  the  southeastern  part  of  New  Mexico,  except  that 
there  is  a  conflict  between  some  companies  leasing  Federal  land 
that  is  valuable  for  potash  minerals  for  oil  companies  that  need  to 
drill  through  that  potash.  Is  there  a  solution  to  this  problem?  Is 
New  Mexico  attempting  to  get  the  conflicting  parties  together  and 
work  out  some  kind  of  an  answer  to  that  problem? 

Mr.  LeMay.  Mr.  Chairman,  you  are  correct  in  assessing  the  prob- 
lem. As  far  as  what  this  resource  is,  it  is  4000  feet  of  Delaware 
sand  that  historically  has  been  drilled  through  and  not  looked  at 
very  closely,  they  produce  the  very  top  of  it.  Subsequent  develop- 
ments showed  that  there  are  lots  of  oilfields  within  that  4000  foot 
section,  so  what  was  once  accepted  by  the  oil  companies  as  basi- 
cally almost  throw-away  acreage,  they  were  not  fighting  hard  to 
gain  access  to  those  areas  where  the  potash  companies  claimed  to 
have  proved  reserves.  Once  these  discoveries  were  made,  there  is 
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a  multi-million  dollar  potential  in  drilling  these  areas  that  are  off 
limits  to  them  basically. 

I  have  had  many  hearings,  I  also  serve  as  Chairman  of  the  Oil 
Conservation  Commission.  We  have  had  weeks  and  weeks  of  testi- 
mony, I  know  this  issue  has  gone  to  Washington  at  the  very  high- 
est circles. 

There  are  some  scientific  things  that  need  to  be  done  to  see  if 
oil  wells  can  be  drilled  safely  and  produce  safely  without  injuring 
miners  or  without  having  gas  enter  the  mines,  if  and  when  that 
land  is  developed  for  potash  reserves.  I  think  right  now  there  is  an 
IBLA  appeal  in  Albuquerque  that  is  going  to  be  heard  in  March. 
This  is  a  continuing  process.  There  is  really  quite  a  bit  at  stake. 
I  do  think  that  a  compromise  will  ultimately  be  reached  where 
wells  will  be  drilled,  potash  will  be  mined  and  both  resources  hope- 
fully will  be  developed. 

Mr.  Calvert.  One  thing  that  came  to  mind,  Mr.  LeMay  and  Mr. 
Burguieres  would  probably  want  to  answer  this  also,  in  our  royalty 
fairness  legislation,  we  are  trying  to  forge  a  new  relationship  with 
the  states,  as  you  are  aware,  as  we  eliminate  the  duplicative  regu- 
lations and  efforts  that  are  performed  both  by  you  and  the  Federal 
Government.  How  can  we  provide  assurances  to  the  industry  that 
the  states  will  consistently  enforce  Federal  lease  terms  and  provide 
benefits  by  performing  activities  more  efficiently?  As  you  know,  we 
hear  from  some  in  the  industry  that  it  is  going  to  be  the  balkani- 
zation of  royalty  collection  and  there  is  some  fear  about  having  one 
set  of  rules  and  regulations  in  Texas  and  another  set  of  rules  and 
regulations  in  Louisiana  or  New  Mexico. 

Would  you  like  to  comment  on  that? 

Mr.  Burguieres.  Well,  the  royalty  end  of  the  thing,  it  does  not 
affect  Louisiana  say  as  much  as  New  Mexico  or  the  western  states. 
It  was  always  our  position  that  whoever  did  it,  there  ought  to  be 
just  one  entity  collecting  the  royalties,  to  make  it  easier.  From  an 
enforcement  perspective,  what  I — on  the  ILGCC,  I  think  we  have 
pointed  out  that  in  Louisiana  and  I  think  possibly  New  Mexico  as 
well,  we  have  right  now  an  underground  injection  control  program 
that  we  work  and  we  have  primacy  over  the  Federal  Government, 
but  the  Federal  Government  approves  what  we  do  and  they  mon- 
itor how  we  do  it.  And  so  we  already  have  in  place  a  system  where 
we  are  enforcing  regulations  that  the  Federal  Government  likes, 
they  want  and  we  are  doing  it  to  their  satisfaction.  We  are  also 
doing  it  with — we  have  two  strip  coal,  lignite  mines  in  Louisiana 
that  we  also  deal  with  the  Office  of  Surface  Mining.  Those  are  two 
instances  where  in  many  other  states  the  Federal  Government  does 
those  functions  but  in  Louisiana  we  take  primacy  and  we  do  it  for 
the  Federal  Government  and  I  think  we  have  done  it  quite  satisfac- 
torily. So  when  I  hear  people  say  the  states  cannot  do  this,  I  can 
just  point  to  my  own  programs  to  show  that  we  have  done  it  and 
they  have  been  approved. 

Mr.  Calvert.  Thank  you. 

Mr.  LeMay.  Let  me  comment,  Mr.  Chairman,  just  briefly  on  that. 
I  think  the  feds  can  still  enforce  their  lease  terms.  It  is  like  anyone 
owning  the  lease,  it  is  a  contract  between  the  Federal  Government 
and  whoever  has  the  lease.  The  duplication  in  regulation  issue  is 
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one  that — we  have  been  there  for  60  years  and  I  think  it  is  ridicu- 
lous just  to  have  a  parallel  system. 

The  fact  that  royalty  collections — and  there  really  are  two  big 
states,  Wyoming  and  New  Mexico,  that  is  74  percent  of  the  royalty 
collections,  the  fear  that  there  would  be  a  different  system  in  place 
or  you  would  have  to  deal  with  50  different  systems,  I  think  is  not 
true.  If  you  are  drilling  a  well  and  reporting  royalty,  you  are  re- 
porting it  to  the  state  already,  and  by  adding  Federal  royalty  to 
that,  I  do  not  think  would  be  a  burden  on  industry.  I  cannot  imag- 
ine that  anything  the  states  would  do  would  be — I  think  there  is 
a  reluctance  to  adopt  something  new  because  they  are  used  to  the 
Federal  Government  and  dealing  with  the  Federal  Government. 
But  that  does  not  mean  that  the  states  could  not  do  a  better  job 
of  it. 

Mr.  Calvert.  I  agree  with  you.  I  think  there  is  just  a  certain 
level  of  comfort  there. 

Thank  you  very  much  for  your  testimony  and  we  appreciate  your 
braving  the  weather  to  come  today.  We  will  introduce  our  next 
panel.  Thank  you  very  much. 

Our  next  panel  today  are  industry  representatives.  First,  Richard 
D.  Kinder,  President  and  Chief  Operating  Officer  of  Enron  Cor- 
poration; Ernest  H.  Cockrell,  President,  Cockrell  Oil  Corporation; 
Joe  Foster,  Chief  Executive  Officer  of  Newfield  Exploration  Com- 
pany; and  the  Honorable  Robert  A.  Mosbacher,  Chairman, 
Mosbacher  Energy  Company.  If  you  would  like  to  come  up,  thank 
you  all  for  coming  out  today.  I  saw  Mr.  Mosbacher  earlier,  he  was 
here  a  minute  ago,  so  he  will  be  back  in  a  minute. 

We  will  go  ahead  and  start  the  testimony.  Is  it  Mr.  Kinder  or  Mr. 
Kinder  [pronouncing]? 

Mr.  Kinder.  It  is  Kinder  [pronouncing]. 

Mr.  Calvert.  Kinder,  OK,  sir.  Thank  you,  Mr.  Kinder.  If  you 
would  like  to  go  ahead  and  start  your  testimony. 

STATEME^P^  OF  RICHARD  D.  KINDER,  PRESIDENT  AND  CHIEF 
OPERATING  OFFICER,  ENRON  CORPORATION 

Mr.  Kinder.  Yes,  I  would.  Thank  you  very  much.  Representative 
Calvert. 

My  presentation  will  deal  with  Houston-based  Enron  Corp.'s 
growing  activity  in  the  international  energy  market  and  the  slides 
that  I  submitted  indicate  some  of  the  opportunities  that  exist  there. 
And  then  I  want  to  close  by  addressing  some  provisions  in  our  gov- 
ernment here  in  the  United  States  in  the  relationship  between  the 
government  and  the  upstream  part  of  our  business  that  we  think 
need  to  be  examined  very  closely.  And  in  some  areas  we  are  mak- 
ing real  progress  and  in  some  we  think  we  are  not. 

Let  me  just  say  first  of  all,  spend  a  minute  or  two  sketching  how 
Enron  has  evolved  from  a  North  American  natural  gas  company  to 
an  international  energy  company.  I  think  this  is  pretty  important 
because  we  represent  a  growing  trend  I  think  among  a  number  of 
energy  companies  located  both  here  in  Texas  and  elsewhere  in  the 
United  States. 

I  think  of  interest  to  this  Subcommittee  is  that  we  remain  the 
majority  owner  of  a  sizable  independent  exploration  and  production 
company,  Enron  Oil  &  Gas,  we  own  60  percent  of  that  entity.  EOG 
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produces  about  750  million  cubic  feet  a  day  of  gas  and  over  20,000 
barrels  of  oil  a  day.  And  most  of  our  production  and  reserves  is  nat- 
ural gas  and  most  of  it  is  located  in  North  America. 

Internationally,  as  we  describe  in  the  handout,  there  is  a  huge 
need  for  energy  infrastructure  we  believe,  particularly  in  develop- 
ing regions  of  the  world.  It  centers  around  electric  generation  and 
around  the  need  for  natural  gas  or  liquefied  natural  gas  to  serve 
that  need  for  electric  infrastructure.  We  now  have  actual  or 
planned  operations  in  30  countries  around  the  world  and  roughly 
20  percent  of  our  overall  operating  income  comes  from  inter- 
national sources.  Ten  years  ago,  that  was  two  or  three  percent. 

The  reason  that  I  think  that  is  very  important  in  the  energy 
business  for  consideration  by  this  subcommittee  and  others  is  that 
this  does  not  mean  that  companies  like  Enron  are  leaving  North 
America.  It  simply  means  that  there  are  enormous  opportunities 
for  American  companies  overseas. 

By  way  of  example  in  this  one  area  of  energy  infrastructure, 
about  50  to  70  percent  of  all  the  money  we  spend  on  these  projects 
around  the  world  is  U.S. -based  infrastructure  equipment.  For  ex- 
ample, in  the  last  two  years,  we  have  spent  about  $1.8  billion  with 
companies  like  G.E.,  Westinghouse,  Bechtel,  to  supply  the  needs  to 
get  these  plants  up  and  operating.  And  that  is  both  electric  plants 
and  pipelines  that  serve  these  plants. 

So  I  think  there  is  a  tremendous  need  for  international  infra- 
structure development,  particularly  in  the  developing  world.  U.S. 
companies  are  ahead  of  most  of  the  competition,  and  there  is  a  lot 
of  competition  out  there,  and  they  are  using  U.S.-sourced  equip- 
ment to  a  large  extent. 

What  would  be  of  great  help  to  us  on  this  international  area 
would  obviously  be  to  continue  support  for  export  finance  backed 
by  U.S.  EXIM,  OPIC  so  that  Enron  and  companies  like  it  can  bor- 
row at  market  equivalent  rates.  To  the  extent  that  we  do  not  do 
this  in  the  United  States,  Mr.  Chairman,  it  is  going  to  be  done  by 
other  countries.  The  Japanese  EXIM  Bank,  the  Italians,  are  very, 
very  interested  in  providing  this  financing  and  to  the  extent  they 
do  so,  today  you  can  buy  General  Electric  or  Westinghouse  equip- 
ment from  any  of  these  foreign  sources  because  those  foreign  com- 
panies are  licensed  to  produce  G.E.  or  Westinghouse  equipment. 

So  this  is  an  area  that  is  very  important  to  us  and  one  that  I 
think  is  often  overlooked  when  you  talk  about  the  energy  patch  and 
what  will  help  create  more  U.S.  jobs. 

Turning  to  where  some  of  those  opportunities  are,  tremendous 
opportunities  in  the  developing  nations.  In  South  America;  prob- 
ably the  biggest  need  for  electric  infrastructure  is  in  Asia,  we  are 
estimating  that  over  the  next  10  to  15  years  two  countries  there, 
China  and  India  alone,  will  require  about  370  gigawatts  of  new 
electric  generating  capacity.  To  calibrate  that  for  you,  that  is  about 
half  of  all  of  the  U.S.  electric  generating  capacity  presently  in  exist- 
ence. So  these  are  huge  opportunities  for  American  companies.  It 
is  a  way  for  all  of  us  to  grow  and  again,  it  is  a  way  to  provide  jobs 
and  capital  here  in  the  United  States,  where  most  of  the  compo- 
nents are  manufactured. 

Let  me  turn,  just  in  conclusion  to  the  U.S.  Our  belief  is  that  to 
ensure  a  continued  healthy  U.S.  domestic  investment  in  the  up- 
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stream  part  of  the  business,  there  are  two  or  three  things  that 
have  been  in  the  spotHght  that  need  to  be  done.  One,  of  course,  is 
something  that  is  near  and  dear  to  your  heart,  I  think,  and  that 
is  the  royalty  fairness  bill.  We  applaud  that,  we  think  it  provides 
certainty  and  finality  and  fairness  to  Federal  royalty  payments  and 
we  applaud  everything  you  are  doing  and  believe  that  is  working 
its  way  toward  passage. 

Let  me  turn  next  to  certain  aspects  of  the  MMS's  proposed  gas 
valuation  regulations,  which  we  think  need  to  be  looked  at  very 
carefully.  As  you  know,  some  of  these  proposed  amendments  seem 
to  us  to  reflect  a  policy  of  valuing  natural  gas  for  royalty  purposes 
after  certain  downstream  things  or  services  are  added.  For  exam- 
ple, sweetening,  treating,  dehydration,  compressing,  even  in  some 
cases  aggregation  and  other  value-added  services,  may  actually  be 
included  in  the  roygdty  value,  particularly  when  companies  like 
Enron  and  many  others  have  affiliates  that  do  all  of  those  things. 
So  to  the  extent  you  have  a  relationship  between  the  upstream  and 
downstream,  it  is  very  difficult  to  break  that  apart,  and  we  would 
submit  that  this  needs  to  be  clarified  and  we  think  it  will. 

And  then  finally,  of  course,  as  you  know,  a  third  issue  which 
could  negatively  impact  domestic  U.S.  drilling  and  certainly  pipe- 
line construction,  a  potential  shortage  of  special  steel  products. 
Trade  measures  that  have  tried  to  prevent  anti-dumping  I  think 
have  inadvertently  forced  us  to  have  a  high-cost  foreign  supply  op- 
tion, and  we  would  urge  that  the  Department  of  Commerce — that 
there  be  a  procedure  where  you  could  petition  the  Department  of 
Commerce  for  a  tariff  waiver  if  the  product  is  unavailable  in  the 
United  States. 

So  in  conclusion,  as  our  business  has  become  more  global,  I  think 
all  of  us  will  be  continually  evaluating  both  domestic  and  inter- 
national opportunities.  I  think  we  will  look  at  relative  tax  and  reg- 
ulatory burdens  as  part  of  making  that  decision. 

So  thank  you  very  much,  Mr.  Chairman. 

[The  statement  of  Mr.  Kinder  may  be  found  at  end  of  hearing.] 

Mr.  Calvert.  Thank  you,  Mr.  Kinder. 

Mr.  Cockrell. 

STATEMENT  OF  ERNEST  H.  COCKRELL,  PRESmENT, 
COCKRELL  OIL  CORPORATION 

Mr.  Cockrell.  Good  afternoon.  Thank  you,  Mr.  Chairman.  I  am 
Ernie  Cockrell,  I  am  President  and  Chief  Executive  Officer  of 
Cockrell  Oil  and  Gas,  L.P.  I  appreciate  the  opportunity  to  visit  with 
the  Committee  this  afternoon. 

We  are  a  private  exploration  and  production  company  located 
here  in  Houston.  Our  focus  is  entirely  on  the  Gulf  of  Mexico  where 
we  have  been  an  active  operator  since  1970.  We  have  approxi- 
mately 40  employees,  a  reserve  base  of  approximately  100  billion 
cubic  feet  equivalent  of  gas  and  we  operate  in  the  Gulf,  4000  bar- 
rels of  oil  per  day  and  158  million  cubic  feet  of  gas  per  day.  That 
is  not  much  to  dent  Houston,  but  we  can  light  up  Austin  pretty 
good  with  that. 

The  assumption  today  is  that  domestic  oil  and  gas  reserves  and 
production  are  in  a  decline,  and  whether  that  is  true  or  not  in  the 
future  depends  largely  on  several  factors  that  you  have  heard 
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today.  That  includes  product  pricing,  tax  burden,  government  regu- 
lation, accessibility  of  public  lands,  levels  of  consumption  and  of 
course  technological  advancement. 

But  regardless  of  what  does  happen,  over  the  past  10  years,  we 
have  seen  declines  in  both  oil  and  gas  reserves  and  production.  Gas 
has  been  a  little  bit  different  from  oil  in  that  since  1988,  the  re- 
serve position  has  flattened  out,  even  though  production  has  in- 
creased substantially  in  gas  reserves. 

History  shows  without  question  though  that  declining  oil  and  gas 
reserves  and  production  result  in  two  things:  loss  of  jobs  and  in- 
creased imports.  Our  imports,  you  have  heard  a  whole  lot  about  oil 
today.  Gas  we  are  importing  more  also.  In  1988,  we  were  importing 
less  than  a  trillion  cubic  feet  of  gas  from  Canada.  Today,  we  are 
importing  almost  three  trillion  cubic  feet  of  gas  from  Canada,  or 
about  12  percent  of  our  supply.  So  it,  without  question,  impacts  sig- 
nificantly jobs  and  balance  of  payments. 

So  what  can  be  done?  The  domestic  industry  must  be  kept 
strong,  to  exploit  our  existing  reserve  base  and  also  to  do  the  very 
things  that  Rich  was  talking  about,  to  maintain  our  competitive- 
ness and  world  dominance  on  the  oil  and  gas  scene. 

There  are  things  that  need  to  be  continued,  and  speaking  from 
our  company,  we  look  at  four  things  in  the  Gulf  of  Mexico  that  we 
need  to  have  to  operate.  We  need  consistent  leasing  policies.  The 
government  is  doing  that,  the  MMS  is  having  two  leases  a  year  in 
the  Gulf  of  Mexico,  we  hope  that  continues.  We  have  standard 
lease  forms  and  royalties.  And  we  hope  that  continues.  Lastly,  we 
need  timely  permitting  of  our  activities,  drilling  wells,  exploration 
plans,  pipelines,  platforms,  et  cetera.  And  probably  most  important, 
we  hope  that  there  is  never  a  return  to  the  non-free  enterprise  t3T)e 
of  regulatory  environment  that  we  had  in  the  United  States  in  the 
1960's,  1970's  and  1980's.  During  the  basic  free  market  conditions 
in  the  United  States  both  consumers  and  producers  have  been  well 
served. 

The  104th  Congress  has  done  some  things  that  I  applaud.  The 
removal  of  the  export  ban  on  Alaskan  crude  oil  is  the  common- 
sensical  type  of  legislation  that  we  need.  The  royalty  abatement  in 
deep  water  is  something  that  I  think  is  extremely  attractive  and 
will  help  companies  such  as  ourselves  move  out  into  the  deeper 
water  and  benefit  the  reserve  picture  and  the  production  picture. 

But  there  are  many  things  that  can  be  done,  and  I  would  like 
to  focus  on  just  two  or  three  of  those  right  now. 

Without  question,  access  to  public  lands  is  critical  to  maintaining 
domestic  reserves.  For  a  company  that  is  involved  in  the  offshore, 
that  is  particularly  critical  because  there  are  vast  areas  of  our  con- 
tinental shelf  that  are  off  limits  to  oil  and  gas  exploration.  I  hope 
that  policy  is  revisited. 

An  example  on  the  environmental  side,  the  EPA  has  proposed 
the  expansion  of  the  toxic  release  inventory  under  the  Superfund 
Amendment  and  Reauthorization  Act  of  1986,  to  apply  to  explo- 
ration and  production  companies.  That  would  create  a  reporting 
burden,  both  on  the  industry  and  on  government  that  would  be 
costly,  and  in  my  opinion  unnecessary.  I  hope  that  type  of  thing 
does  not  move  forward. 
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And  lastly,  the  Oil  Pollution  Act  of  1990.  There  is  a  compromise 
bill  now  in  the  House  and  Senate  committees  that  hopefully  would 
amend  the  1990  law,  but  if  left  to  stand  as  it  is  now,  it  would  eUmi- 
nate  us  as  a  producer  in  the  offshore  Gulf  of  Mexico  because  of  the 
bonding  requirements — not  only  us,  but  several  other  companies. 

I  appreciate  the  opportunity  to  be  here  today.  I  thank  you  for 
your  time  and  I  would  be  happy  to  answer  questions  when  my  turn 
comes  up.  Thank  you  very  much. 

[The  statement  of  Mr.  Cockrell  may  be  found  at  end  of  hearing.] 

Mr.  Calvert.  Thank  you  very  much. 

Mr.  Foster. 

STATEMENT  OF  JOE  FOSTER,  CHIEF  EXECUTIVE  OFFICER, 
NEWFIELD  EXPLORATION  COMPANY 

Mr.  Foster.  Thank  you  very  much.  I  am  Joe  Foster,  Chairman 
and  Chief  Executive  Officer  of  Newfield  Exploration  Company, 
which  is  located  here  in  Houston. 

I  remember  testifying  in  1977  on  behalf  of  a  previous  employer 
concerning  the  massive  natural  gas  shortages  that  took  place  as  a 
result  of  the  very  severe  winter  in  the  northeast  that  year.  It  shut 
down  schools,  affected  hospitals  and  left  a  number  of  homes  with- 
out heat.  There  was  a  fear  that  we  were  running  out  of  natural  gas 
at  that  time,  if  you  remember,  and  that  led  to  the  National  Gas 
Policy  Act  of  1978. 

Well,  the  fact  is,  we  were  drowning  in  a  sea  of  regulation  and 
today,  this  winter,  we  have  seen  at  least  as  severe  weather  in  the 
northeast  and  all  over  the  country  as  we  did  in  1977  and  I  have 
not  heard  any  complaints  about  gas  shortages.  This  industry  has 
performed  very  admirably  in  its  less  regulated  form  now  and  I  am 
proud  of  what  we  have  done  in  the  natural  gas  industry. 

The  Gulf  of  Mexico,  the  outer  continental  shelf  in  the  Gulf,  has 
certainly  been  critical  to  this  supply  performance.  About  25  percent 
of  the  U.S.  natural  gas  comes  from  the  Gulf  of  Mexico  and  it  has 
the  greatest  flexibility  in  terms  of  being  able  to  move  the  rate  up 
in  days  or  weekends  like  this,  or  down  to  match  supply  and  de- 
mand, of  any  natural  gas  supply  area  in  the  country.  And  it  is  es- 
sential that  activities  which  add  new  supply  and  producing  capabil- 
ity in  the  Gulf  be  encouraged,  not  discouraged. 

One  of  the  reasons  that  the  Gulf  is  still  such  a  prolific  producer 
after  over  50  years  of  exploration  and  development  in  the  shallow 
waters  in  the  Gulf  is  the  presence  of  independent  operators.  I  am 
testifying  here  today  as  Chairman  of  the  Offshore  Committee  of  the 
Independent  Petroleum  Association  of  America  and  I  will  tell  you 
that  there  are  about  as  many  definitions  of  independents  as  you 
can  imagine.  But  if  you  define  an  independent  as  one  who  is  almost 
exclusively  a  producer  of  oil  and  gas,  who  does  not  have  refining 
operations,  does  not  have  affiliated  gas  pipeline  operations,  then 
using  that  definition,  23  percent  of  the  Gulf  of  Mexico  production 
comes  from  independent  operators.  And  that  compares  with  only  10 
percent  in  1986,  the  year  that  oil  prices  fell  and  this  industry  start- 
ed shrinking. 

My  company,  Newfield,  is  one  of  those  independents.  We  started 
business  about  seven  years  ago  and  yet  today,  we  are  among  the 
top  20  operators  in  the  Gulf  of  Mexico.  We  operate  about  240  mil- 
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lion  cubic  feet  a  day  of  gas  production,  16,000  barrels  a  day  of  oil 
production.  And  to  put  that  in  perspective,  we  produce  enough  nat- 
ural gas  to  supply  about  one  million  households  with  their  average 
daily  requirement  for  the  year,  and  enough  oil,  which  if  converted 
to  gasoline,  would  permit  over  50,000  automobiles  to  fill  up  with 
gas,  14  gallons,  every  day.  Other  independents  in  the  Gulf,  I  should 
say,  produce  even  more. 

We  have  only  63  employees  on  our  payroll,  but  our  total  operat- 
ing and  capital  expenditures  during  1995  were  over  $120  million. 
We  estimate  that  at  any  one  time  800  to  1000  individuals  are  being 
employed  on  Newfield  activity,  not  including  the  so-called  multi- 
plier effect. 

My  testimony  today  is  that  independent  operators  add  value  in 
the  Gulf  of  Mexico  and  that  their  presence  should  be  encouraged. 
Independents  get  oil  and  gas  to  market  that  would  be  too  risky  to 
explore  for  or  too  costly  to  develop  and  produce  for  the  major  oil 
companies.  They  bring  a  diversity  of  viewpoint  that  is  essential  in 
seeking  out  the  treasures  that  Mother  Nature  hides  so  well. 

Here  are  three  things  I  think  you  should  consider  to  encourage 
and  strengthen  the  presence  of  independents  in  the  Gulf:  Ernie 
mentioned  one  of  them. 

1.  Amend  the  Oil  Pollution  Act  of  1990.  That  law,  as  written, 
would  put  Newfield — ^would  make  it  impossible  for  Newfield  to  con- 
tinue to  operate  in  the  Gulf.  I  know  that  there  is  legislation  that 
has  been  passed  on  both  sides  of  the  Congress.  I  would  just  encour- 
age you  to  do  something.  We  need  a  legislative  fix  to  the  Oil  Pollu- 
tion Act  of  1990. 

2.  Do  not  abandon  areawide  lease  sales.  Areawide  lease  sales 
permit  the  diversity  of  viewpoint  that  comes  from  having  a  lot  of 
different  independents  working  in  the  Gulf,  and  that  gets  trans- 
lated into  the  drilling  of  wells.  To  the  extent  that  lease  offerings 
are  rationed,  or  to  the  extent  that  acreage  is  otherwise  held  in  big 
chunks  past  the  primary  term,  that  makes  fewer  opportunities  for 
independents  to  drill,  i^d  as  a  result  of  that,  consumers  lose  the 
opportunity  for  increased  supplies  and  the  taxpayers  lose  the  bene- 
fits of  potentially  higher  royalties.  Make  no  mistake  about  it,  oil 
and  gas  is  found  by  drilling,  and  independents  are,  above  all, 
drillers.  Legislation  and  regulation  should  make  it  attractive  to 
drill. 

3.  And  finally,  continue  to  look  at  incentives  such  as  deepwater 
royalty  relief,  where  the  tradeoff  for  less  government  revenue  per 
barrel  is  more  domestic  supply,  fewer  imports  and  more  jobs.  An 
example  would  be  either  a  tax  credit  or  immediate  tax  deductibility 
of  geological  and  geophysical  expenditures.  Three-D  geophysics  has 
made  this  industry  much  more  efficient  and  it  is  the  foundation 
upon  which  Newfield's  success  has  been  realized.  But  it  is  a  very 
expensive  upfront  cost.  Incentives  to  utilize  more  3-D  would,  in  my 
judgment,  result  in  more  domestic  oil  and  gas  being  found  and  cer- 
tainly the  expensing  of  3-D  geophysics  should  be  considered  on  ex- 
isting fields  where  a  lot  of  oil  and  gas  remains  to  be  found. 

So  thank  you  very  much  for  the  opportunity. 

[The  statement  of  Mr.  Foster  may  be  found  at  end  of  hearing.] 

Mr.  Calvert.  Thank  you,  Mr.  Foster. 

Is  Mr.  Mosbacher  here?  I  saw  him  earlier. 
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[No  response.] 

Mr.  Calvert.  OK.  I  have  a  question  for  all  of  you.  It  is  some- 
thing I  have  been  thinking  about,  actually  several  people  brought 
it  up  in  the  last  several  months.  As  you  kiiow,  right  now  when  we 
go  to  bid  in  the  Gulf,  we  have  a  bonus  bid  process.  Rather  than 
having  a  bonus  bid  process,  as  we  do  now  with  the  royalty,  how 
about  the  idea  of  removing  the  cap  on  royalties  and  removing  the 
bonus  bid  process?  Just  a  reflection  from  the  industry  on  how  you 
would  feel  about  something  like  that.  We  are  trying  to  increase 
production,  I  know  that  some  of  these  bonus  bids  are  extraor- 
dinarily high,  but  on  the  other  hand,  I  think  we  can  look  at  the 
CBO  estimates  that  we  are  going  to  look  at  and  maybe  we  can  gen- 
erate more  revenue  as  far  as  government  is  concerned,  but  at  the 
same  time  broaden  the  entrance  into  the  bidding  process  in  the 
Gulf 

Any  reflection  from  any  of  you? 

Mr.  Foster.  Well,  I  would  say  first,  that  has  been  tried,  I  think 
it  was  tried  in  the  late  1970's,  early  1980's.  Net  profits  bidding  was 
also  used.  I  think  the  conclusion  from  all  that,  both  on  the  industry 
side  of  the  fence  as  well  as  the  Minerals  Management  Service,  was 
that  the  system  we  have  today  works  very  well,  it  ain't  broke,  I 
would  not  mess  with  it. 

Mr.  COCKRELL.  I  would  parrot  that.  The  State  of  Louisiana  uses 
a  system  that  you  bid  both  bonus  and  royalty,  but  you  can  also  des- 
ignate the  size  of  the  lease,  so  you  have  complete  flexibility,  and 
it  is  a  system  that  has  been  used  in  Louisiana  for  years  and  years, 
people  know  how  to  use  it,  Conservation  Commission  knows  how 
to  regulate  it. 

In  the  offshore,  consistency  is  paramount  for  us.  We  understand 
the  leasing  system  and  we  all  operate  and  compete  within  it  and 
I  would  hope  that  we  would  stick  with  what  we  have. 

Mr.  Calvert.  Have  you  got  any  comment? 

Mr.  Kinder.  I  agree,  I  think  it  has  been  tried  and  I  agree  with 
what  Joe  said.  I  think  the  present  system  is  working. 

Mr.  Calvert.  We  have  heard  the  finding  costs  in  the  U.S.  are 
now  lower  than  elsewhere  and  that  our  reserves  can  support  the 
present  rate  of  production  or  possibly  a  higher  rate.  In  light  of  this, 
why  is  the  exploration  industry  not  spending  more  in  the  United 
States  than  they  presently  are?  Why  is  the  industry  not  out  looking 
for  more  opportunities  here  domestically  in  the  United  States?  I 
think  I  know  the  answer  to  that,  but  I  would  like  to  get  it  on  the 
record. 

Mr.  Kinder.  Well,  there  are  several  explanations  for  that.  One 
is  that,  of  course,  over  the  past  several  years,  particularly  among 
majors,  there  has  been  a  tendency  to  try  to  hit  what  we  call  the 
elephants,  and  most  of  those  elephants  are  in  less  developed  areas 
of  the  world,  particularly  a  lot  of  offshore  pretty  hostile  environ- 
ment, and  I  think  the  impact  of  what  has  happened  in  the  former 
Soviet  Union  and  other  parts  of  the  world  in  terms  of  having — now 
providing  access  to  western  companies  to  go  in,  has  certainly  had 
some  impact.  That  and,  of  course,  the  feeling  that  in  many  respects 
the  U.S.  onshore  is  a  fairly  mature  place. 

Beyond  that,  of  course,  as  I  said  at  the  conclusion  of  my  remarks, 
you  know,  I  think  companies  certainly  judge  the  regulatory  bur- 
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dens,  the  tax  burdens  and  I  think  some  producers  would  say  that 
that  has  played  into  their  decision  to  go  elsewhere  other  than  the 
United  States,  with  some  of  the  incentives  that  are  being  offered 
in  some  of  the  other  countries  around  the  world. 

So  there  is  a  myriad  of  reasons.  That  said,  there  is  still  an  awful 
lot  of  capital  being  expended  in  the  lower  48. 

Mr.  COCKRELL.  Well,  I  would  agree  with  what  Richard  has  said. 
I  think  you  are  seeing  a  little  bit  of  turnaround  in  capital  allocation 
between  world  exploration  and  domestic  exploration.  The  inter- 
national companies  that  are  exploring  worldwide  are  looking  at 
cost  defining  on  a  worldwide  basis.  They  are  looking  at  access  to 
leases  and  concessions  on  a  worldwide  basis  too.  And  it  is  one  thing 
to  have  a  finding  cost  somewhere  in  Africa  where  you  have  got  a 
million  acres  and  it  is  $5.00  a  barrel;  and  in  the  United  States 
where  you  have  5000  acres  and  it  is  $5.00  a  barrel.  So  there  is  size 
emphasis  on  where  you  might  be  exploring. 

But  from  our  personal  experience,  we  are  seeing  international 
companies  come  back  into  the  United  States  fairly  strongly. 

Mr.  Foster.  And  I  would  just  add  that  3-D  geophysics  is  consid- 
erably more  expensive  onshore  than  it  is  in  the  Gulf  of  Mexico  or 
any  offshore  area.  So  as  a  result  of  that,  there  has  been  much  less 
3-D  exploration  been  done  onshore  and  again,  I  think  that  would — 
if  you  drill  a  dry  hole,  you  can  write  it  off,  I  mean  it  is  a  legitimate 
expense.  If  you  shoot  a  3-D  survey  and  you  do  not  get  anything  for 
it,  it  is  still — it  is  not  treated  as  an  expense.  So  I  think  there  is 
some  basis  for  looking  at  the  expensing  or  crediting  of  G&G. 

Mr.  Calvert.  You  mentioned  the  Oil  Pollution  Act  and  other 
costs.  What  other  challenges — what  are  the  greatest  challenges  you 
face  in  trying  to  produce  oil  and  gas  onshore  or  offshore  for  that 
matter?  What  can  we  do  to  help  get  production  up  here  in  the  Unit- 
ed States? 

Mr.  Foster.  The  greatest  challenge  that  we  face  is  the  availabil- 
ity of  opportunities,  and  that  is — for  the  prospects  that  we  gen- 
erate. So  there  need  to  be  areawide  lease  sales  so  that  when  we 
generate  an  opportunity,  that  will  be  available.  You  need  to  take — 
MMS  primarily  needs  to  take  actions  which  do  not  permit  large 
chunks  of  acreage  to  be  sort  of  locked  up  by  one  well  or  one  group 
of  wells,  yet  it  holds  a  number  of  leases. 

As  I  said  earlier,  independents  need  acreage  to  drill  and  any  ac- 
tion which  encourages  that,  we  would  support. 

Mr.  Calvert.  Thank  you  very  much. 

Ms.  Jackson  Lee. 

Ms.  Jackson  Lee.  Thank  you  very  much,  Mr.  Chairman. 

If  I  might  take  just  a  moment  of  personal  privilege  with  these 
three  gentlemen.  We  ask  that  sometimes  in  the  House  and  the 
Chairman  does  not  allow  us,  but  I  see  that  he  is  smiling.  I  do  want 
to  thank  these  individuals  and  the  companies  that  they  represent 
for  their  civic  and  community  participation.  They  have,  over  the 
years,  been  some  of  the  most  active  participants  in  many  of  the 
community  opportunities  and  activities  from  United  Way  to  Boy 
Scouts  to  various  charities  that  many  in  this  city  have  gone  to  you 
for.  And  we  are  certainly  grateful  for  that  and  acknowledge  that 
your  industry  overall,  in  many  communities  around  the  country, 
have  been  some  of  the  strongest  supporters  of  charitable  efforts, 
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and  I  think  that  is  important.  We  thank  you  for  that,  we  thank  the 
employees  who  are  associated  with  your  businesses. 

I  would  like  to  then — Mr.  Kinder,  it  is  good  to  see  you — ask  you 
in  particular  as  it  relates  to  Enron,  knowing  that  you  have  spent 
some  recent  times  and  maybe  projected  into  the  future  with  heavy 
involvement  in  the  international  development.  If  I  can  get  from 
you,  since  we  are  trying  to  really  bring  into  light  and  focus  this 
whole  nebulous  concept  of  a  national  energy  policy,  how  would  you 
view  your  own  determined  destiny?  Are  you  more  directed  to  inter- 
national development  because  that  is  the  chosen  choice?  Is  there  a 
balance  that  you  would  actively  be  pursuing  domestic  involvement 
with  a  different  climate,  or  have  you  just  simply  made  a  business 
decision  as  to  how  your  company  will  pursue  over  the  next  decade? 

Mr.  Kinder.  Well,  I  think  we  have  tried  to  look  at  the  opportuni- 
ties around  the  world,  and  to  strike  a  balance  there.  We  certainly 
have  not  given  up  on  North  America.  We  are  the  largest  pipeline 
network  in  the  United  States  and  the  largest  merchant  of  natural 
gas  in  the  United  States.  And  this  is  very  critical  to  us.  But  wheth- 
er it  is  pipelines  or  processing,  the  asset  part  of  the  business  in  the 
midstream  and  downstream  in  the  United  States  is  a  pretty  ma- 
ture business.  And  that  is  just  an  economic  fact.  And  so  if  a  com- 
pany like  Enron  wants  to  maintain  a  growth  profile,  it  is  just  nec- 
essary we  think  that  we  be  involved  internationally. 

Again  though,  I  would  return  to  something  I  said  in  my  remarks 
and  in  my  slides,  I  think  this  international  involvement  can  be  a 
tremendous  opportunity  for  American  enterprise.  We  are  involved 
all  around  the  world  and  our  partners  are  generally  G.E.  or — we're 
using  G.E.  or  Westinghouse  equipment.  We  are  using  Bechtel  or 
Fluor  to  help  us  build  these  facilities.  We  are  using  American 
banks  as  part  of  the  lending  profile  for  these  projects  no  matter 
where  they  are  located.  So  I  think  there  is — and  obviously  we  have 
American  employees  here  producing  the  physical  assets  that  go 
into  these  power  plants  or  pipelines. 

I  think  one  of  the  biggest  areas  we  would  like  to  see  you  con- 
centrate on  is  what  I  said  earlier,  that  we  would  like  to  see  U.S. 
EXIM  and  OPIC  encouraged  to  provide — and  we  are  not  talking 
about  subsidies  here,  we  are  talking  about  market-related  cost  of 
lending  to  companies  like  Enron  so  that  we  can  build  these  projects 
and  drive  home  American  jobs  to  build  these  assets  that  we  use. 
So  I  think  it  is  a  very  compUcated  thing,  but  it  is  one  that  I  think 
can  be  of  benefit  for  both  a  company  like  Enron,  for  our  employee 
base,  we  are  growing  in  employees,  and  for  the  manufacturers  here 
in  the  United  States.  It  is  a  real  opportunity  to  go  international, 
we  think. 

Ms.  Jackson  Lee.  You  have  touched,  Richard,  on  sort  of  a  mjrr- 
iad  of  issues.  You  have  indicated  that  you  have  made  a  business 
judgment  about  international  opportunities  but  they  provide  trickle 
down  effect,  and  then  you  raise  a  question  of  OPIC  with  its  direc- 
tion more  to  providing  those  fundings  for  foreign  entities  versus  al- 
lowing access  for  our  American  and  domestic  entities,  which  raises 
a  valid  point  as  to  how  the  regulatory  structures  were  initially  de- 
termined, what  would  be  the  most  value.  And  that  is  a  question  I 
think  we  have  to  ask  now  and  reassess. 
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You  have  touched  on  something  that  drew  me  to  this  hearing,  ob- 
viously it  is  here  in  Houston  and  many  of  you  are  housed  at  least 
in  the  18th  Congressional  District  and  your  employees  along  with 
certainly  neighboring  districts  as  well,  but  my  district  uniquely  has 
a  sizable  population  that  faces  unemployment  and  particularly  as 
it  relates  to  the  skills  that  we  would  need  as  we  move  into  the  21st 
century.  I  would  like  Ernie  and  Joe  to  talk  about  the  outreach  po- 
tential of  jobs  from  the  white  collar  as  well  to  possibly  trainees 
coming  out  of  high  school  and  going  into  some  other  technical  as- 
pects of  the  business.  Is  there  some  potentisil  with  a  decided  policy 
that  reflects  the  Pollution  Act  modification,  reflects  area-based  ex- 
ploration that  you  mentioned,  Joe,  that  I  think  is  a  very  interesting 
point.  It  seems  to  me  the  more  crowded  field  you  have  got  out 
there,  the  more  activity  you  have  got  going,  the  more  positive  re- 
sults you  may  get.  So  I  am  interested  in  where  you  think  we  can 
go  with  this  in  terms  of  job  creation. 

Mr.  Foster.  One  of  the  things  about  the  technology  that  is  being 
used  in  exploration  these  days  is  that  it  is  relatively  labor-intense 
in  terms  of  technical  people  being  acquired.  We  have  wrung  a  lot 
of  efficiencies  and  actually  downsized  a  lot  of  people  out  of  jobs 
through  the  application  of  technology  in  this  business  in  the  last 
ten  years,  but  some  of  these  technologies  we  are  talking  about  now 
are  actually  requiring  more  technical  people  to  get — to  analyze  the 
data  and  get  these  things  done. 

Ms.  Jackson  Lee.  So  there  could  be  a  sort  of  technical  training 
requirements  and  people  could  fall  into  those  categories  of  being 
able  to  do  those  technical  processes? 

Mr.  Foster.  Probably  an  area  that  I  think  North  Harris  Commu- 
nity College  is  addressing  that  is  of  interest  to  us  is  training  geo- 
logical and  geophysical  technicians  who  can  do  a  lot  of  the  work 
with  regard  to  entering  data  and  managing  the  computers  that 
does  not  require  a  professional  geophysicist.  So  that  is  an  area  that 
we  have  encourage  North  Harris  Community  College  to  pursue. 

Ms.  Jackson  Lee.  Ernie,  when  you  answer  the  question,  can  you 
also,  so  that  I  can  get  my  question  in  while  the  light  is  on  and  you 
can  still  answer,  but  in  any  event,  would  you  also  just  comment — 
you  talked  about  that  job  creation,  I  am  very  interested  in  that,  but 
you  did  mention  the  Oil  Pollution  Act  of  1990,  which,  as  you  well 
know,  the  whole  idea  behind  it  was  some  of  the  disasters  that  have 
occurred  over  the  time  periods  with  respect  to  pollution  and  oil 
spills,  but  technology  has  helped  improve  a  lot  of  that  and  I  think 
we  have  already  made  a  record  here  today  about  the  concern  for 
the  environment.  Would  you  argue  or  would  you  be  able  to  cite  ex- 
amples of  improvement  that  would  then  argue  against  the  need  for 
such  a  high  bonding,  which  is  what  it  was  all  about,  which  is  to 
protect  against  that?  You  might  want  to  respond  to  that,  since  that 
was  a  concern  you  had. 

Mr.  COCKRELL.  Well,  the  Oil  Pollution  Act  of  1990  was  in  re- 
sponse primarily  to  the  Valdez  problem,  which  was  an  oil  spill  in 
cold  water.  The  law  affects  our  company  in  the  Gulf  of  Mexico, 
which  is  primarily  a  warm  water  environment,  and  just  the  dif- 
ference in  environments  mitigates  a  lot  of  the  problems  you  have 
in  any  type  of  spill. 
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In  addition  to  that,  from  an  historical  standpoint,  there  has 
never  been,  in  any  five  year  period  in  the  Gulf  of  Mexico,  a  total 
combined  cleanup  in  excess  of  $35  million,  which  is  what  the  exist- 
ing law  pre-OPA  1990  was.  What  OPA  1990  does  is  it  raises  the 
financial  requirement  to  $150  million  from  $35  million  and  histori- 
cally you  just  do  not  see  any  need  for  that  type  of  bonding.  And 
that  is  on  a  per-company  basis.  So  when  you  multiply  that 
throughout  the  entire  industry  with  the  number  of  companies  that 
are  operating  in  the  Gulf  of  Mexico,  you  are  talking  about  billions 
and  billions  of  dollars  that  in  effect  are  not  needed. 

Ms.  Jackson  Lee.  You  feel  that  you  could  be  environmentally 
safe  in  different  conditions  that  you  have  here. 

Mr.  COCKRELL.  Oh,  yes.  The  worst  thing  that  could  happen  to  my 
company  is  to  have  any  kind  of  spill,  regardless  of  how  I  feel  about 
the  environment.  And  I  am  very  conscious  about  the  environment, 
but  I  do  not  want  a  spill. 

The  other  thing  that  is  happening,  from  a  technical  standpoint, 
in  the  second  part  of  your  question,  is  that  we  can  drill  wells,  com- 
plete those  wells  and  produce  those  wells  in  the  Gulf  of  Mexico  bet- 
ter and  safer  than  we  ever  have,  because  of  technology. 

Ms.  Jackson  Lee.  Can  I  see  some  more  jobs  for  constituents — 
like  I  happen  to  represent  inner-city  youth — that  might  come  out 
and  develop  some  training  skills  and  be  able  to  work  in  some  of 
these  areas? 

Mr.  CoCKRELL.  I  think  the  oil  and  gas  industry  from  an  histori- 
cal standpoint  has  always  been  a  big  employer.  We,  like  all  indus- 
tries, are  becoming  more  and  more  technologically  driven.  And 
there  are  expanding  jobs  and  new  jobs  in  those  technologies  that 
are  going  to  provide  the  type  of  opportunities  for  all  citizens,  and 
we  encourage  that  process  and  do  whatever  we  can  to  help  it  along. 
So  I  think  there  are  opportunities  and  there  are  expanding  oppor- 
tunities, areas  that  have  not  existed  before,  because  of  the  tech- 
nologies. 

Ms.  Jackson  Lee.  Gentlemen,  I  thank  you.  Richard,  did  you 
want  to  say  something? 

Mr.  Kinder.  Well,  I  was  just  going  to  add  on  the  employment  op- 
portunities, certainly  at  Enron  and  these  other  companies  around 
Houston,  we  are  doing  a  lot,  I  think,  to  help  HISD  and  the  other 
school  districts  to  implement  better  training,  because  clearly  there 
is  somewhat  of  a  dichotomy  here,  a  lot  of  what  is  going  on  requires 
a  level  of  technical  expertise,  and  I  think  we  are  very  shortsighted 
as  companies  who  are  living  and  breathing  in  this  town  if  we  are 
not  prepared  to  do  everything  we  can  to  help  the  educational  sys- 
tem, because  the  people  who  are  currently  in  that  school  system 
are  the  future  of  Enron  and  Cockrell  and  Newfield  and  everybody 
else.  And  I  think  it  behooves  us  to  do  that  and  I  think  we  are  all 
trying  to  do  that. 

Ms.  Jackson  Lee.  The  skill  base  is  very  important.  Thank  you, 
Mr.  Chairman.  Thank  you  gentlemen  very  much. 

Mr.  Calvert.  Mr.  Bentsen. 

Mr.  Bentsen.  Thank  you,  Mr.  Chairman,  I  will  be  brief,  I  just 
have  a  couple  of  things. 

Mr.  Kinder,  first  of  all,  I  want  to  thank  you  for  bringing  up 
EXIM  Bank.  As  you  know,  there  were  some  in  this  Congress  who 
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thought  perhaps  that  EXIM  Bank  was  something  that  we  did  not 
need  to  do  and  I  would  concur  with  you  that  if  we  do  not  do  it 
someone  else  is  going  to,  and  someone  else  already  is,  as  you  well 
know,  in  the  world  market.  In  fact,  the  studies  that  I  have  seen 
show  that  we  lack  considerably  in  providing  export  finance  com- 
pared to  some  of  our  major  competitors  in  a  much  more  competitive 
world.  And  I  also  clearly  see  the  support  that  you  all  have  provided 
in  the  area  of  trade  is  pajdng  off,  and  that  is  what  we  want  to  see 
accomplished. 

Let  me  ask  you,  on  the  other  side  of  that,  there  was  a  recent  rul- 
ing by  the  World  Trade  Organization  relating  to  methanol  and 
clean  fuels,  and  I  know  that  Enron — I  believe  Enron  has  been  in- 
volved with  that.  Certainly  there  are  many  other  companies  in  this 
area  which  have  made  significant  investments  in  methanol.  I  my- 
self have  written  the  trade  representative  asking  that  that  be  ap- 
pealed. Of  course,  he  has  said  he  is  going  to  appeal  it,  but  I  would 
be  curious  to  hear  the  industry's  viewpoint.  Is  this  something  you 
think  we  should  fight,  do  you  see  a  trend  here  or  is  this  something 
that  you  all  think  you  may  pull  back? 

Mr.  Kinder.  No,  I  think  it  is  something  we  should  fight.  And 
again,  in  the  whole  methanol/clean  fuels  area,  those  of  us  involved 
in  that  industry,  all  we  ask  is  really  essentially  a  level  playing 
field,  and  I  think  that  is  what  we  are  entitled  to.  And  I  think  that 
there  have  been  a  lot  of  efforts  to  make  that  playing  field  not  level, 
and  this  is  an  example  of  it.  And  so  we  would  like  to  see  th^  mat- 
ter pursued. 

Mr.  Bentsen,  Well,  we  certainly  allow  foreign  involvement  in  re- 
finery operations  in  the  United  States  and  we — I  think  we  do  have 
some  sovereign  right  to  decide  how  refining  will  be  done. 

Let  me  ask  you  all  this,  and  I  have  asked  this  before  of  others — 
is  product  pricing  and  price  volatility  a  necessary  evil  of  a  free 
market  energy,  fairly  free  market  energy  policy  for  the  country, 
again  you  reference,  Mr.  Foster  referenced  the  1978  Act.  We  occa- 
sional hear  talk  of  the  need  for  an  import  fee,  I  continue  to  believe 
that  probably  would  not  work  or  is  probably  inefficient,  but  cer- 
tainly there  are  members  of  your  industry  from  time  to  time  who 
feel  that  a  floor  of  some  sort,  a  price  floor  of  some  sort  or  a  fee 
might  be  in  order.  We  had  one  gentleman  who  testified  today  who 
sort  of  talked  about  a  quota  type  system.  I  would  be  curious  about 
what  your  thoughts  are  on  that. 

Mr.  Foster.  If  there  is  any  one  thing  I  think  we  should  have 
learned  from  the  events  of  1973  forward,  in  both  oil  and  natural 
gas,  it  is  that  the  market  works.  It  does  sort  out  to  supply  and  de- 
mand and  make  a  match  and  there  is  volatility,  that  is  true,  but 
that  is  the  way  the  market  works  and  even  that  can  be  dealt  with 
through  the  use  of  forward  markets.  We  now  have,  I  believe,  a  fair- 
ly well-functioning  market  in  both  oil  and  natural  gas.  So  for  those 
people  who  wish  to  erase  volatility  from  their  business,  they  have 
that  opportunity.  Some  of  us  do  that  and  some  of  us  do  not.  You 
know,  in  January,  we  saw  a  lot  of  gas  price  volatility  and  those  of 
us  who  had  hedged  and  did  well  last  year  did  poorly  in  January. 
We  really  would  like  to  have  participated  in  that  volatility,  but  we 
made  a  decision  and  the  opportunity  was  there.  So  the  market  is 
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functioning  and  I  think  that  is  the  best  course  for  this  country  to 
follow. 

Mr.  COCKRELL.  I  agree  with  that.  I  am  personally  very  much  op- 
posed to  any  type  of  government  interference  into  the  market  sys- 
tem itself.  I  think  where  the  government  can  be  of  help  is  leveling 
the  playing  fields,  having  consistent  rules  and  regulations  that  are 
fair  and  make  common  sense.  We  are  willing  to  deal  with  the  price 
issues  and  compete  within  those  arenas,  so  I  think  that  is  an  area 
that  government  should  just  stay  out  of,  let  the  market  do  it. 

Mr.  Kinder.  I  would  agree  with  everything  both  of  them  said, 
and  would  add  on  the  level  playing  field  that  there  are  so  many 
temptations  or  ways  in  which  the  playing  field  is  tilted,  and  for  ex- 
ample, from  an  environmental  standpoint,  we  believe  that  the  NOX 
emission  standards  on  electric  plants  ought  to  be  neutral  and  we 
have  pushed  for  that  as  a  gas  industry  very  strongly.  This  helps 
I  think  reduce  dependence  on  imported  oil  indirectly,  but  more  im- 
portantly it  helps  the  environment. 

And  again,  we  would  like  to  see  the  government  basically  out  of 
the  business  of  mandating  particular  quotas  or  prices  and  we 
would  like  to  see  a  level  playing  field  so  that  natural  gas  is  a  tre- 
mendous asset  for  this  country.  We  have  incredible  reserves,  as  you 
know,  Ken,  of  natural  gas  here  in  Texas  and  elsewhere  and  we 
have  a  great  distribution  network  around  the  country,  very  mature. 
And  there  are  lots  of  opportunities  for  natural  gas,  which  will  lead 
to  additional  employment,  additional  benefit  to  the  economy.  If  we 
just  get  a  level  playing  field  for  it,  it  is  going  to  win  the  day  in 
terms  of  particularly  new  power  generation  in  the  future. 

Mr.  Bentsen.  I  appreciate  it.  I  imagine  when  Congress  takes  up 
the  PURPA  Act  and  everything  else,  that  we  will  probably  be  hear- 
ing a  lot  more  about  that. 

Mr.  Kinder.  That  is  right. 

Mr.  Bentsen.  Thank  you,  Mr.  Chairman. 

Mr.  Calvert.  Thank  you,  Mr.  Bentsen. 

I  had  just  one  or  two  more  quick  questions. 

Mr.  Kinder,  you  mentioned  that  even  though  your  Federal  roy- 
alty payments  are  based  on  proceeds,  MMS  denies  deductions  of 
many  of  your  costs.  What  can  we  do  in  this  area  to  increase  produc- 
tion, especially  in  the  area  of  gas  marketing,  since  that  was 
brought  up  earlier? 

Mr.  Kinder.  Well  I  think,  again,  a  lot  of  this,  Mr.  Chairman,  re- 
lates to  certainty  and  eliminating  uncertainty.  And  for  example, 
one  of  the  things  I  was  referring  to  was  that  we  need  to  have  a 
clear  policy  as  to  how  we  value,  how  the  MMS  values  gas  that  is 
produced,  because  in  this  complicated  environment,  very  thin  mar- 
gins for  example,  companies  are  clearly  doing  everything  they  can 
up  and  down  the  food  chain  as  it  were,  to  enhance  the  value  of  that 
gas.  And  there  ought  to  be  a  reasonable  transfer  pricing  mecha- 
nism. And  I  think  there  are  some  steps  being  taken — using  prevail- 
ing spot  market  prices  in  a  given  area  is  one — to  restore  some  cer- 
tainty to  that  process.  The  last  thing  you  want  to  do  is  to  make 
a  big  separate  investment  downstream  to  enhance  the  value  of  that 
product  and  then  find  that  lo  and  behold  you  are  making  a  royalty 
payment  based  on  the  improvement  you  have  made  to  that  natural 
gas,  by  virtue  of  that  investment  you  made  downstream. 
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So  a  lot  of  this  I  think — ^the  devil  is  in  the  details  and  I  would 
hope  a  lot  of  it  could  be  worked  out  at  that  level. 

Mr.  Calvert.  One  probably  more  of  a  comment  than  a  question, 
it  was  brought  up  that  the  United  States,  at  least  the  lower  48,  is 
a  mature  market,  there  are  no  more  elephants,  as  I  heard.  But  we 
may  have  one  left,  up  in — the  Chairman  of  my  committee,  Don 
Young,  points  out  to  me  almost  daily  in  Alaska  at  ANWR  and  that 
is  a  big  debate  that  is  going  on  right  now  and  I  would  just  like  to 
hear  any  comments  you  may  have.  We  need  to  open  that  up  in  my 
mind  and  keep  the  pipeline  open,  since  it  accounts  now  for  a  sub- 
stantial amount  of  oil  production  here  in  the  United  States  and  po- 
tentially a  large,  large  gas  production  out  of  that.  Is  there  any  com- 
ment you  would  like  to  make? 

Mr.  Kinder.  I  certainly  agree  with  that  and  that  comes  back  to 
Joe's  point  about  access  is  the  most  important  thing.  If  you  really 
want  to  increase  the  production  and  the  amount  of  reserves  in 
North  America,  the  key  is  to  get  access  to  appropriate  places  to 
drill.  Obviously  under  very  saife  environmentgd  standards  and  I 
think  overall  we  have  a  very  good  record  there,  but  we  would  favor 
opening  it  up  obviously. 

Mr.  Foster.  Yes.  To  me,  it  is  a  matter  of  cost  and  benefits.  You 
know,  I  realize  some  of  these  things  are  subjective,  but  in  my  judg- 
ment, without  having  made  a  rigorous  analysis,  the  benefits  of  hav- 
ing the  supply  from  ANWR  could  be  significantly  higher  than  the 
cost.  I  think  the  cost  can  be  very  well  managed  with  very  little  det- 
riment to  the  environment  and  I  certainly  think  you  should  find 
out,  you  know.  There  should  be  enough  activity  taken  to  find  out 
whether  or  not  there  really  is  a  monster  oil  field  there  or  not. 

Mr.  Calvert.  Thank  you  and  thank  you  for  your  testimony. 

Ms.  Jackson  Lee.  Thank  you. 

Mr.  Calvert.  The  next  panel  is  Doug  Smith,  President  and  Chief 
Executive  Officer  of  Lufkin  Industries,  Inc.;  Cecil  Nix,  Business 
Manager  for  Local  Union  460;  and  R.H.  Rawle,  Vice  President  and 
Group  Executive,  North  American  Operations,  J.  Ray  McDermott. 

First,  I  would  like  to  introduce  Doug  Smith,  President  and  Chief 
Executive  Officer  of  Lufkin  Industries.  Mr.  Smith. 

STATEMENT  OF  DOUGLAS  V.  SMITH,  FRESmENT  AND  CHIEF 
EXECUTIVE  OFFICER,  LUFKIN  INDUSTRIES,  INC. 

Mr.  Smith.  Thank  you,  Mr.  Chairman.  I  am  Douglas  Smith, 
President  of  Lufkin  Industries,  located  in  Lufkin,  Texas.  I  am 
pleased  to  offer  testimony  regarding  the  emplo3rment  and  economic 
implications  of  the  trends  in  our  domestic  oil  and  gas  industry.  Our 
company  offers  a  clear  view  of  what  it  is  like  to  supply  equipment 
and  services  to  the  oil  and  gas  industry.  This  oil  service  industry 
of  suppliers  is  largely  hidden  to  the  public,  but  we  serve  as  critical 
members  of  the  overall  business  to  explore  and  produce  gas  and  oil. 
We  are  not  hidden  to  the  communities  that  are  homes  to  our  ware- 
houses and  our  factories. 

Lufkin  Industries  was  founded  in  1902  in  Lufkin,  Texas,  located 
in  east  Texas.  Since  the  mid-1920's  our  company  has  been  the 
largest  supplier  of  pumping  units  in  the  world.  A  pumping  unit  is 
used  to  pump  oil,  it  is  probably  the  most  visible  and  widely  known 
piece  of  equipment  to  the  public.  Our  products  are  found  through- 
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out  the  world,  but  the  biggest  market  has  historically  been  in  the 
United  States.  Although  our  primary  manufacturing  is  done  in  east 
Texas,  warehouses  and  service  centers  are  located  in  several  states. 

I  would  like  to  refer  you  to  the  chart  that  is  mounted,  it  is  also 
in  the  back  of  the  handout,  and  it  really  tells  the  story  of  the  em- 
ployment in  our  company,  particularly  the  employment  associated 
with  oilfield  equipment.  This  does  not  cover  the  total  employment 
but  that  specifically  tied  to  oilfield  equipment. 

The  overall  national  data  for  job  losses  since  the  1980's  has  been 
covered  many  times  before  today.  At  a  more  local  and  personal 
level,  almost  3000  jobs  have  been  lost  since  1980  in  Lufkin,  Texas. 
This  is  in  a  town  with  a  population  just  over  31,000  people.  Under- 
standing that  the  1980  timeframe  was  a  unique  time  in  the  history 
of  the  U.S.  oil  and  gas  work,  it  is  meaningful  to  us  today  that  there 
are  500  fewer  jobs  than  in  the  1960  to  1973  period  that  preceded 
the  energy  crisis  of  the  1970's.  Further,  approximately  80  percent 
of  the  jobs  were  related  to  domestic  oil  production  during  the  1950- 
1970  period,  while  today  only  30  percent  of  the  jobs  are  tied  to  U.S. 
activity. 

There  is  little  to  add  to  the  volumes  of  data  showing  40-year  low 
levels  of  activity  in  the  United  States.  Our  company  is  typical  of 
many  oil  service  companies  that  have  spent  the  past  10  to  15  years 
consolidating  operations  and  reducing  costs  while  developing  new 
markets  and  new  products.  Lufkin  Industries  is  one  of  the  few 
smaller  companies  that  remains  independent  and  operates  as  it 
traditionally  has.  Many  independent  equipment  suppliers  have 
merged  or,  through  various  transactions,  moved  into  new  configu- 
rations, almost  always  as  a  result  of  diminished  oilfield  activity 
and  aljnost  always  leading  to  reduction  of  employment. 

Our  customers  are  the  foreign  national  oil  firms — I  might  add  we 
have  used  the  EXIM  services  many  times.  Our  customers  are  cer- 
tainly the  major  U.S.  oil  and  gas  companies  and  the  many  inde- 
pendent oil  and  gas  companies  that  operate  primarily  in  the  United 
States.  Our  domestic  business  is  tied  to  oil  production,  most  on- 
shore, but  includes  the  marginal  or  stripper  wells  that  produce 
small  volumes  of  oil  each  day.  Those  small  volume  wells  account 
for  approximately  20  percent  of  the  total  U.S.  production  today. 
The  viability  of  all  the  U.S.  oil  and  gas  operations,  both  small  and 
large,  ties  to  our  company's  opportunities  in  the  oilfield.  Our  cus- 
tomers' problems  with  regulation,  royalties,  access  and  other  issues 
are  our  problems  eventually.  They  also  become  problems  for  our 
communities. 

Oilfield  equipment  and  service  supplies  such  as  Lufkin  Indus- 
tries have  had  to  respond  to  all  the  challenges  that  other  manufac- 
turers in  the  U.S.  see  in  different  industries.  We  meet  competition 
around  the  world  by  investing  and  constantly  improving  our  prod- 
ucts and  our  operations.  We  also  make  the  tough  decisions  to  re- 
duce costs  and  seek  other  opportunities. 

The  supply  to  an  industry  that  produces  commodities  is,  of 
course,  complicated  by  the  swings  in  the  supply  and  prices.  But  in 
recent  years,  the  market  for  oilfield  equipment  as  we  have  seen  in 
the  U.S.  has  not  had  these  normal  swings,  but  has  taken  on  the 
characteristics  of  a  permanently  smaller  market.  The  economic 
challenges  that  have  driven  innovation,  many  of  which  have  been 
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referred  to  today,  to  reduce  the  finding  and  production  costs  have 
taken  place  and  only  the  efficient  participants  in  the  industry  sur- 
vive today,  not  only  from  the  E&P  part,  but  from  the  service  sector 
as  well. 

Many  companies,  including  Lufkin  Industries,  have  invested  in 
other  areas  of  our  economy  that  have  far  greater  economic  promise, 
at  least  for  now.  We  have  essentially  been  forced  to  go  other  ways 
even  though  we  are  one  of  the  standard  brand  names  in  the  oil  in- 
dustry. 

We  count  ourselves  among  those  who  believe  that  the  U.S.  still 
has  great  potential  for  oil  and  gas  production  and  we  plan  to  be 
a  part  of  the  industry  regardless  of  what  happens  in  the  short- 
term.  We  have  stoically  accepted  the  rough  and  tumble  of  the  free 
market  and  taken  the  necessary  action,  but  at  a  real  price  to  em- 
plojnnent. 

I  hope  that  my  comments  have  helped  to  understand  what  it  is 
like  in  the  front  lines  of  the  oil  and  gas  service  industry.  I  have 
spent  the  past  24  years  in  those  lines.  I  urge  that  you  consider 
carefully  the  many  initiatives  that  could  increase  production  in  the 
U.S.  and  the  impact  of  several  issues  of  importation  and  balance 
of  trade. 

I  appreciate  the  opportunity  to  appear  here  today.  Thank  you. 

Mr.  Calvert.  Thank  you,  Mr.  Smith. 

Before  I  continue,  I  want  to  point  out,  though  I  know  you  have 
been  through  a  tough  period,  I  was  up  in  Kern  County  just  a  few 
weeks  ago  at  the  large  oilfield — as  you  know,  the  largest  oilfield  in 
California,  and  I  would  have  thought  that  Lufkin  owned  that  coun- 
ty because  of  all  of  the  equipment  that  you  have  in  that  area. 

Mr.  Smith.  We  have  certainly  been  a  participant  and  we  appre- 
ciate the  changes  that  have  led  to  the  increased  activity  there. 

[The  statement  of  Mr.  Smith  may  be  found  at  end  of  hearing.] 

Mr.  Calvert.  Cecil  Nix. 

STATEMENT  OF  CECIL  E.  NIX,  BUSINESS  MANAGER,  LOCAL 
UNION  460,  INTERNATIONAL  BROTHERHOOD  OF  ELEC- 
TRICAL WORKERS 

Mr.  Nix.  Thank  you,  Mr.  Chairman. 

My  name  is  Cecil  Nix,  I  am  Business  Manager  of  Local  Union 
460,  International  Brotherhood  of  Electrical  Workers  in  Midland, 
Texas.  We  certainly  appreciate  the  opportunity  to  be  here  today. 

Our  effort  is  to  try  to  put  a  face  on  what  we  feel  like  is  a  direct 
result  of  the  decline  in  the  oil  and  gas  industry  in  west  Texas  and 
indeed  throughout  the  nation.  I  think  everyone  here  would  agree 
that  the  loss  of  jobs  that  the  industry  has  suffered  through  the 
years  is  not  an  apparition,  it  is  a  very  real  thing.  These  are  real 
jobs  lost  by  real  wage  earners.  A  couple  of  the  startling  things  that 
I  have  uncovered  in  my  preparation  for  this  hearing  was  certainly 
that  the  jobs  lost — I  do  not  think  there  is  much  question — the  jobs 
lost  over  the  last  12  to  15  years  have  paid  substantially  more  than 
the  jobs  created.  And  the  second  one  that  really  startled  me  is  that 
virtually  the  only  area  of  growth,  and  that  is  an  actual  increase  in 
jobs,  in  the  oil  and  gas  industry  has  been  the  growth  of  jobs  in 
service  stations,  gasoline  service  stations.  We  find  that  to  be  a  little 
bit  startling  and  certainly  frightening  in  our  experience. 
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Also,  we  feel  in  order  to  fully  address  these  issues,  the  United 
States  government  has  got  to  take  a  position  at  some  point  to  move 
away  from  the  divisive  issues  that  turn  up,  politics,  philosophies 
and  those  kinds  of  things  and  get  back  basically  to  really  putting 
a  face  on  what  the  problems  are  that  are  generated.  And  those  are 
real  jobs  lost. 

The  reality  is  too  that  the  people  that  have  been  losing  those  jobs 
have  been  family  people  who  saw  their  opportunity  to  put  their 
children  through  college,  buy  a  home,  do  the  things  that  the  Amer- 
ican dream  is  built  on.  And  certainly  in  these  days  and  times  with 
the  jobs  lost,  these  things  are  not  coming  to  fruition  for  those  peo- 
ple. 

No  longer  can  we  sit  by  and  watch  this  industry  be  quartered  up 
and  sold  off  to  other  countries,  moved  offshore.  The  citizens  of  the 
United  States  with  all  its  vast  natural  and  human  resources,  de- 
serves to  have  leaders  with  enough  foresight  and  integrity  to  stand 
up  four-square  and  take  the  issues  of  the  wage-earners  to  heart. 

The  real  story,  particularly  out  in  west  Texas,  is  that  the  state 
of  the  oil  and  gas  industry  and  the  lack  of  a  national  energy  policy 
that  would  encourage  American  companies  to  provide  jobs  for 
American  workers,  cannot  be  found  in  these  charts  and  graphs  but 
are  actually  found  on  the  front  porch  of  the  Texas  Emplojrment 
Commission  where  people  stand  looking  for  work,  looking  for  op- 
portunities that  no  longer  exist  in  the  oil  and  gas  industry.  We 
would  encourage  the  leaders  of  this  country  to  take  those  issues  to 
heart  and  really  look  inward  and  make  decisions  based  on  what  are 
good  for  American  workers  and  not  politics  again,  and  divisive  phi- 
losophies. 

Thank  you. 

[The  statement  of  Mr.  Nix  may  be  found  at  end  of  hearing.] 

Mr.  Calvert.  Thank  you,  Mr.  Nix. 

Mr.  Rawle,  Vice  President  and  Group  Executive,  North  American 
Operations,  J.  Ray  McDermott. 

STATEMENT  OF  R.  H.  RAWLE,  VICE  PRESIDENT  AND  GROUP 
EXECUTIVE,  NORTH  AMERICAN  OPERATIONS,  J.  RAY 
MCDERMOTT 

Mr.  Rawle.  Mr.  Chairman,  members  of  the  Committee,  my  name 
is  Bobby  Rawle,  I  am  Vice  President  and  Group  Executive  for  the 
J.  Ray  McDermott  North  American  Operations.  I  currently  live  in 
Morgan  City,  Louisiana,  but  I  am  transferring  to  the  land  of  ice 
and  snow,  Houston.  I  appreciate  your  invitation  to  appear  today  be- 
fore the  Committee  to  discuss  the  economic  impact  that  develop- 
ment of  oil  and  natural  gas  has  on  contractors  such  as  J.  Ray 
McDermott  and  the  local  communities  that  serve  the  industries.  Al- 
though you  asked  me  to  comment  on  the  impact  of  declining  pro- 
duction, I  have  chosen  to  emphasize  a  more  positive  approach.  Spe- 
cifically, I  will  outline  today  what  I  consider  to  be  one  of  the  few 
remaining  frontiers  of  the  United  States  oil  and  natural  gas  devel- 
opment industry,  the  deep  water  Gulf  of  Mexico. 

At  the  outset,  I  would  like  to  convey  my  appreciation  of  the  Com- 
mittee's initiative  last  year  in  pushing  through  the  House  of  Rep- 
resentatives a  very  beneficial  and  effective  incentive  for  our  indus- 
try, which  has  been  mentioned  several  times,  the  Deep  Water  Roy- 
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alty  Relief  legislation.  Your  efforts  will  certainly  increase  produc- 
tion. Even  though  the  regulations  have  yet  to  be  written  into  a 
final  rule,  oil  companies  are  already  applying  with  the  MMS  for 
royalty  relief  for  their  deep  water  leases.  Without  royalty  relief, 
these  cost  intensive  leases  probably  would  not  have  been  devel- 
oped. Such  government  incentives  will  maintain  and  even  increase 
our  domestic  production  and  our  oil  patch  work  force  in  the  future. 

As  you  know,  the  deep  water  area  of  the  Gulf  of  Mexico  has  esti- 
mated reserves  in  excess  of  12  billion  barrels,  but  it  represents  a 
challenge  to  industry  and  the  government  to  develop  cost-effective 
technologies  and  policies  to  recover  those  resources.  Deep  water 
drilling  and  the  associated  costs  of  recovery  increases  exponentially 
with  water  depth.  McDermott  fabricated  the  deck,  performed  the 
hull  to  deck  mating,  installed  the  platform  and  laid  the  pipelines 
on  the  deepest  project  in  the  world  to  date — ^the  Shell  Auger  Ten- 
sion Leg  Platform — which  is  currently  producing  in  2800  feet  of 
water  in  the  Gulf  of  Mexico.  This  massive  project  helped  support 
over  $400  million  in  contracts  in  30  states  across  the  United 
States.  Attachment  1  of  my  statement  includes  a  map  which  breaks 
down  those  contracts  by  state.  The  Gulf  coast  states  were  awarded 
the  lion's  share  of  the  work  but  I  believe  it  is  vital  to  point  out  that 
the  oil  business  is  not  confined  to  one  area  of  this  country.  This 
project  drew  from  an  employment  pool  consisting  of  a  variety  of 
skill  levels,  from  entry  level  to  Ph.D.  engineers.  To  illustrate  the 
magnitude,  Shell  Oil  supplied  me  with  the  graphic  that  is  on  the 
stand  now,  which  superimposes  their  second  TLP,  the  MARS  plat- 
form over  downtown  Houston.  As  is  clearly  seen,  development  in 
the  deep  water  of  the  Gulf  of  Mexico  demands  complex  solutions. 

Although  a  success  story,  only  three  percent  of  leases  issued  in 
over  650  foot  of  water  are  currently  being  developed,  which  leaves 
employment  opportunities  in  oil  and  oil  service  industries  greatly 
depressed  when  compared  to  those  of  the  early  1980's.  Overall,  em- 
plojrment  in  the  petroleum  industry  fell  from  1.8  million  to  perhaps 
1.4  million  from  1981  to  1993.  McDermott's  domestic  operation  unit 
is  a  prime  example  of  this  trend.  In  1981,  our  fabrication  facility 
employed  about  3050  people.  By  1987,  we  saw  that  employment 
drop  to  a  little  under  400.  Wage  rates  and  benefits  were  reduced, 
as  McDermott  entered  a  survival  mode  with  the  rest  of  the  oilfield 
industry.  In  1996,  as  a  result  of  some  guarded  optimism  in  deep 
water,  our  yard  employs  about  1170  workers  and  our  hourly  rate 
of  pay  for  skilled  labor  has  just  returned  back  to  the  1982  levels. 
Research  has  shown  that  for  every  job  created  offshore,  ten  jobs  are 
created  onshore.  However,  the  great  bust  of  the  1980's  and  the  cy- 
clical nature  of  the  business  has  greatly  damaged  the  labor  pool 
from  which  we  draw.  Additionally,  votech  schools  have  seen  a  de- 
cline in  people  seeking  training  in  skilled  crafts.  Only  steady 
growth  and  stability  will  result  in  reviving  the  industry  and  local 
economies  that  depend  on  it. 

In  1993,  DRI-McGraw  Hill  conducted  a  study  which  showed  that 
an  active  exploration  and  development  program  in  the  deep  water 
of  the  Gulf  of  Mexico  could  create  up  to  100,000  new  jobs,  with 
80,000  of  these  jobs  being  sustained  beyond  25  years.  In  order  to 
achieve  this  goal,  almost  every  major  name  in  the  offshore  develop- 
ment business  in  the  United  States  has  begun  to  participate  in 
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Project  DeepStar.  DeepStar  is  an  industry-led  effort  to  cut  costs 
and  improve  technologies  which  will  make  development  in  waters 
up  to  6000  feet  an  economic  reality.  Just  as  the  U.S.  space  program 
progressed  from  the  first  Mercury  mission  to  the  eventual  Apollo 
missions  and  the  lunar  landings,  DeepStar  will  create  radically 
new  methods  of  resource  recovery.  Today,  I  am  enthused  to  report 
that,  under  Project  DeepStar,  companies  are  sharing  an  unprece- 
dented amount  of  information  and  have  agreed  to  collectively  deter- 
mine a  development  strategy  for  the  deep  water  Gulf  of  Mexico. 

Like  the  space  program  though,  these  goals  would  not  be  accom- 
plished without  some  government  incentive.  The  development  of 
high  risk  technologies  for  a  complex  integrated  system  of  hardware 
and  science  will  require  expertise  throughout  the  United  States.  Al- 
though I  realize  your  committee  does  not  have  jurisdiction  over  the 
Department  of  Energy's  budget,  we  might  suggest  that  a  pilot  pro- 
gram be  created  within  DOE  for  the  purpose  of  specifically  re- 
searching deep  water  development  and  I  would  ask  that  if  and 
when  the  appropriate  Congressional  committee  conducts  such  a 
hearing,  that  we  be  included  to  comment  on  the  program. 

In  summary,  I  would  like  to  conclude  my  remarks  with  a  few 
thoughts: 

One  of  the  only  remaining  frontiers  currently  available  to  dra- 
matically increase  oil  and  natural  gas  output  in  the  United  States 
is  in  the  deep  water  of  the  Gulf  of  Mexico. 

The  exponential  costs  and  technology  demands  for  developing 
finds  in  up  to  6000  feet  of  water  can  only  be  achieved  through  in- 
creased partnering,  teamwork  and  innovation  within  the  private 
sector  and  the  private  sector  partnering  and  teamwork  with  the 
United  States  government. 

Increased  offshore  activity  will  help  stem  the  flow  of  increased 
imports,  will  create  thousands  of  skilled  workers  and  will  increase 
revenues  to  the  United  States  Treasury  through  royalty  payments 
and  income  taxes. 

New  technologies  will  not  only  have  other  domestic  applications, 
but  if  the  United  States  takes  the  lead  in  deep  water  technology 
development,  we  will  be  able  to  export  those  skills  worldwide. 

Mr.  Chairman,  members  of  the  Committee,  thank  you  for  afford- 
ing me  this  opportunity. 

[The  statement  of  Mr.  Rawle  may  be  found  at  end  of  hearing.] 

Mr.  Calvert.  Thank  you,  Mr.  Rawle. 

I  would  like  to  invite  Secretary  Mosbacher  to  join  this  panel,  to 
give  his  testimony  and  later  answer  some  questions.  Mr. 
Mosbacher  is  Chairman  of  Mosbacher  Energy  Company  and  obvi- 
ously most  of  us  remember  him  fondly  as  the  past  Secretary  of  the 
Department  of  Commerce.  Welcome,  Mr.  Mosbacher,  we  look  for- 
ward to  your  testimony. 

STATEMENT  OF  ROBERT  A.  MOSBACHER,  CHAIRMAN, 
MOSBACHER  ENERGY  COMPANY 

Mr.  Mosbacher.  Thank  you,  Mr.  Chairman.  I  apologize,  first  of 
all,  for  having  been  here  earlier  and  having  to  leave  for  a  few  min- 
utes, and  I  appreciate  having  the  opportunity  to  testify  now.  I 
think  you  have  heard  a  lot  from  our  industry  and  the  tales  of  woe. 
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So  with  your  permission,  I  will  just  enter  what  I  had  written  into 
the  record  and  just  make  a  few  comments. 

Mr.  Calvert.  Certainly. 

Mr.  MOSBACHER.  First,  you  may  remember  that  Senator  Bentsen, 
other  good  Democrats,  good  Republicans,  said  a  long  time  ago  that 
when  we  got  to  the  pen!  point  we  had  to  do  something.  And  he  de- 
fined the  peril  point  as  50  percent  imports. 

Now  by  some  counts,  we  are  just  perilously  close  to  50  percent 
imports.  But  when  you  are  producing  a  little  over  six  million  bar- 
rels a  day  and  you  are  importing  about  eight  million  barrels  a  day, 
that  is  over  50  percent,  by  my  count.  And  I  think  we  are  at  that 
peril  point. 

First  of  all,  in  an  area  that  I  used  to  know  a  little  about,  our  bal- 
ance of  trade  and  our  deficit,  the  cost  of  oil  that  we  import  is,  if 
we  continue  at  $20.00  a  barrel,  which  we  hope  minimally  we  will 
be  at  this  year,  will  be  $57  billion,  perhaps  $60  billion  this  year, 
cost  to  the  U.S.  Now  that  does  not  count  the  indirect  costs  that 
come  from  importing  all  that  oil  and  all  the  other  problems,  and 
those  indirect  costs  do  not  include  the  military  and  other  costs  that 
go  with  safeguarding  the  importing  of  that  oil. 

So  the  imports  cost  us  a  huge  amount.  By  the  last  year  that  I 
was  in  the  government  our  deficit  was  about  $90  billion,  so  you  can 
see  $60  billion  is  two-thirds  of  the  entire  trade  deficit  on  that  level. 

Well,  obviously  we  should  be  thinking  about  doing  something 
about  that.  And  that  is  what  I  am  sure  you  have  heard  a  lot  about 
today.  But  some  of  the  things  we  can  do — and  true,  the  U.S.  is  a 
mature  province,  we  have  drilled  more  wells  in  the  U.S.  than  the 
whole  rest  of  the  world  put  together — but  there  is  still  a  great  deal 
of  oil  to  be  found,  there  is  a  great  deal  of  oil  to  be  produced  by  new 
methods.  The  horizontal  drilling,  the  laterals.  I  have  been  in  meet- 
ings recently  that  shows  that  some  of  these  old  wells  can  be  tripled 
and  quadrupled  in  production  and  the  reserves  can  be  lifted  a  great 
deal.  The  potential  for  additional  gas  reserves  is  huge  and  we  need 
to  not  only  revitalize  our  oil  industry,  but  perhaps  even  more  im- 
portant than  that  is  an  expansion  of  our  gas  industry  where  we 
have  really  all  the  gas  we  need  in  this  country,  certainly  in  North 
America.  And  properly  utilized  with  the  proper  amount  of  incen- 
tive, we  do  not  have  to  import  so  much  oil,  but  we  can  also  replace 
oil  with  gas  in  many  places  for  a  cleaner  environment. 

So  instead  of  some  of  the  stringent  environmental  laws  that  are 
not  cost-effective,  we  ought  to  be  eliminating  those  and  looking  at 
what  will  help  our  environment  more,  and  that  is  by  encouraging 
the  use  of  natural  gas  in  everjrthing  from  transportation  to  power 
to  all  other  aspects. 

We  see  that  in  the  Gulf  of  Mexico,  we  have  a  tremendous  poten- 
tial for  both  oil  and  gas,  perhaps  more  for  gas  again  than  for  oil. 
I  am  sure  you  have  heard  from  others  about  the  OPA  of  1990  that 
limits  independents  getting  out  there.  That  should  be  changed,  in 
my  view.  We  see  that  some  of  the  other  environmental  costs  make 
it  difficult.  Royalties  should  be  changed  where  we  can  spend  money 
to  go  in  and  do  additional  work.  There  are  all  sorts  of  tax  incen- 
tives that  should  be  brought  forth. 

But  if  in  this  Congress  there  are  not  going  to  be  any  new  tax  in- 
centives, there  are  lots  of  other  ways  by  getting  rid  of  the  stringent 
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environmental  laws  that  are  counter-productive  and  encouraging 
companies  to  come  and  drill  in  the  U.S.,  stay  in  the  U.S.  and  drill. 
We  are  in  many  other  countries  drilling,  we  have  drilled  all  over 
the  U.S.  Why  are  we  doing  so  much  overseas,  besides  the  fact  that 
there  is  quite  a  bit  of  oil  over  there?  Because  they  are  competing, 
each  government,  whether  it  is  Indonesia  or  U.K.,  where  they  have 
cut  out  royalties  completely,  are  competing  for  American  dollars, 
American  oilmen  with  know-how.  Let  us  keep  those  people  here. 
Let  us  build  jobs  in  the  U.S.,  let  us  build  our  treasuries  by  the 
taxes  the  U.S.  companies  will  pay  by  the  income  they  make  in  the 
U.S.,  and  let  us  broaden  our  own  self-interest  and  do  it  in  a  way 
that  also  helps  our  security,  our  national  security  and  our  economic 
security. 

Thank  you,  Mr.  Chairman. 

[The  statement  of  Mr.  Mosbacher  may  be  found  at  end  of  hear- 
ing.] 

Mr.  Calvert.  Thank  you.  Secretary  Mosbacher. 

You  bring  up  an  interesting  point. 

Ms.  Jackson  Lee  must  leave  and  I  am  sorry  that  she  has  to  go, 
but  thank  you  for  staying  with  us  all  this  time. 

Ms.  Jackson  Lee.  I  cannot  thank  you  enough,  Mr.  Chairman, 
and  certainly  these  outstanding  witnesses.  I  can  only  affirm  and 
applaud  that  this  is  the  approach  that  we  need  to  take — to  rein- 
force job  creation  here  in  working  with  all  parties,  and  I  know  we 
will  be  doing  that  in  the  future. 

Thank  you  very  much  for  your  testimony. 

Mr.  Mosbacher.  Thank  you,  drive  carefully. 

Mr.  Calvert.  A  good  point,  Secretary  Mosbacher  and  also  maybe 
everyone  would  like  to  comment  on  this,  and  maybe  especially  Mr. 
Nix.  In  the  west,  we  have  lost  a  tremendous  amount  of  jobs  and 
opportunities  because  of  what  some  people  would  refer  to  as  over- 
regulation,  environmental  regulation,  in  the  west  that  exceeds,  to 
some  people's  minds  and  mine  included,  what  benefit  we  may  de- 
rive in  environmental  compliance.  In  other  words,  we  have  done  a 
lot  to  clean  up  the  environment,  we  should  continue  to  do  all  of 
that,  but  we  have  gone  beyond  rational  thinking  to  the  degree 
where  it  has  cost,  I  would  say,  hundreds  of  thousands  of  jobs  in  the 
west  and  certainly  in  the  oil  industry  it  has  cost  people  some  op- 
portunities also. 

I  would  hope  that  labor  can  work  with  the  environmental  com- 
munity to  come  together  to  find  some  rational  balance,  if  you  will. 
In  my  area  in  California,  the  forest  industry  has  been  just — the 
lumber  industry  has  been  devastated,  as  you  probably  know,  in  the 
northwest,  in  Oregon.  These  are  high  paying  jobs.  The  mining  in- 
dustry in  the  west  has  been  devastated,  again  high  paying  jobs.  If 
we  are  looking  at  blue  collar  jobs,  probably  resource  oriented  jobs 
are  the  highest  paying  jobs  in  the  United  States.  And  when  we  re- 
move those  opportunities,  it  hurts  the  people,  the  blue  collar  the 
most.  The  white  collar  people  are  going  to  get  by  and  they  are 
going  to  move  to  other  industries,  but  the  people  that  Mr.  Nix  rep- 
resents are  going  to  be  hurt  the  greatest.  So  I  hope  that  we  can 
communicate  a  little  bit  better.  I  do  not  know  if  you  have  any  com- 
ment about  that,  you  may  want  to  add  to  that. 
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Mr.  Nrx.  Well,  I  do.  In  our  research  and  what  we  were  able  to 
find,  since  1982  to  1994,  there  have  been  over  450,000  jobs  lost  in 
the  oil  and  gas  industry  alone.  And  the  point  you  make  is  a  point 
that  we  have  to  bear  in  mind,  and  that  is  balance.  Getting  em- 
broiled in  things,  environmental  issues  versus  jobs,  it  all  comes 
down  to  real  people.  And  as  we  move  into  the  future,  we  have  to 
maintain  that  balance  and  mEiintain  an  ideal  of  putting  people  to 
work,  providing  their  famihes  with  what  they  need  to  be  provided 
with,  and  set  aside  a  lot  of  the  other  divisive  issues  that  we  en- 
counter along  the  way. 

Mr.  Calvert.  We  are  working  now  presently,  as  you  know,  on  in- 
centives to  get  the  oil  industry  specifically  back  on  track.  As  you 
know,  we  already  completed  deep  water  provisions.  We  have  my 
legislation  on  royalty  fairness  which  we  believe  will  increase  royal- 
ties to  the  Treasury  but  at  the  same  time  make  it  easier  for  oil 
companies  to  produce  domestically  here  in  the  United  States.  We 
are  looking  also  for  chsmges  in  the  heavy  crude  industry  which  I 
know  that  Mr.  Smith  obviously  has  a  big  customer  in  California  in 
heavy  crude  and  we  are  trying  to  make  that  easier  to  operate,  both 
in  California  and  in  Wyoming,  which  are  two  large  heavy  crude 
producers. 

Are  there  any  other  suggestions  that  you  would  like  to  make  that 
we  can  do  in  Congress,  it  is  a  new  day,  we  are  attempting  to  work 
with  this  administration  and  this  Congress,  my  Chairman  who  is 
obviously  very  interested  in  expanding  opportunities,  this  is  a 
chance  to  let  me  know. 

Mr.  Smith.  It  is  my  position  that  the  oil  service  industry,  in  a 
way,  is  at  the  end  of  the  feeding  chain.  It  is  a  little  like  being  at 
the  end  of  the  line  when  the  whip  goes  off.  And  so  we  see  some 
tremendous  swings.  So  rather  than  having  our  own  specific  rec- 
ommendations, we  would  certainly  refer  to  those  who  are  closest  to 
the  exploration  and  production  activity  and  the  various  initiatives 
that  they  have  in  mind  really  need  to  be  looked  at  strongly.  We  are 
really  in  the  responding  end  of  the  market  and  we  have  had  to  take 
some  unusual  responses  but  we  are  not  close  to  some  of  the  issues 
that  they  deal  with  every  day. 

Mr.  Rawle.  We  certainly  agree  that  we  are  at  the  bottom  end  of 
the  feeding  line.  One  thing  I  think  you  can  keep  in  mind  as  you 
go  forward  is  that  from  our  industry,  what  we  have  seen  is  a  lot 
of  people  who  have  left  the  industry,  just  flat  left  the  industry.  And 
we  are  actually  in  need  of  people  right  now,  we  are  in  need  of  peo- 
ple who  have  skills  and  it  is  not  available. 

We  are  very  much  involved  locally  in  Louisiana  with  a  program 
called  Tech  Prep  which  is  a  smaller  subset  of  school  work  and  I 
would  encourage  you — ^and  the  Committee  is  dwindling — any  time 
there  is  legislation  from  a  school  to  work  program  which  is  basi- 
cally giving  people  the  alternative  not  to  have  to  go  to  college  and 
in  actual  fact  probably  60  percent  of  the  people  who  graduate  from 
high  school  are  not  intending  to  go  to  college  anyway.  And  they  are 
kind  of  the  neglected  majority,  if  you  will,  and  need  a  place  to  go. 
And  we  think  there  is  very  much  an  opportunity  for  training  in  the 
school  level  that  would  produce  skilled  workers  when  they  come 
out  of  high  school. 

Mr.  Calvert.  Any  other  comment  on  that? 


58 

Mr.  MOSBACHER.  I  think,  as  these  gentlemen  have  said,  there 
has  been  a  loss — and  whether  it  is  450,000  jobs  or  I  have  heard 
over  500,000  jobs — I  remember  when  this  happened  even  on  a 
smaller  scale  in  the  steel  industry,  there  was  a  tremendous  out- 
pouring of  anger  and  S3mipathy.  Frankly,  we  have  not  seen  much 
of  that  in  the  oil  industry.  And  so  specifically  we  need  to  see  some 
things  done,  we  need  to  make  more  available  more  Federal  land, 
we  need  to  look  at  the  entire  spectrum  of  regulations,  environ- 
mental and  otherwise,  and  see  which  ones  are  important  for  the 
safety  of  our  people,  and  obviously  keep  those.  But  there  are  a  lot 
that  are  included  in  there  that  are  totally  unnecessary  and 
counter-productive  and  very  costly.  So  I  would  recommend  that 
that  all  be  reviewed. 

Mr.  Calvert.  Thank  you. 

One  last  comment,  and  as  you  know,  I  mentioned  this  to  all  the 
panels,  since  I  work  with  Don  Young,  he  is  technically  my  boss,  he 
is  the  Chairman  of  the  Full  Committee,  I  bring  up  ANWR  every 
chance  I  get  and  I  know  Secretary,  you  worked  on  that  when  you 
were  Secretary,  it  is  still  there,  we  still  have  not  explored  it.  It  is 
probably  the  last  major  oilfield  on  the  North  American  continent. 
A  lot  of  people  from  Texas  work  on  the  north  slope,  I  was  just  up 
there  a  little  while  ago  and  you  meet  people  from  Texas  every- 
where in  the  world  in  the  oilfields.  This  is  the  last  big  opportunity 
and  we  need  to  get  everyone  to  encourage  the  administration  to  get 
ANWR  together  because  we  have  an  opportunity  right  now  and  I 
hope  you  will  help  us  out. 

Thank  you  very  much.  I  appreciate  your  testimony.  We  are  all 
through  with  your  testifying  and  I  appreciate  your  views.  I  am  just 
going  to  mention  that  the  record  is  going  to  remain  open  for  two 
weeks  for  submission  of  additional  written  materials  and  also  that 
Congressman  Jackson  Lee  has  asked  that  you  say  in  the  record 
that  in  the  absence  of  Commissioner  Mauro  of  the  Texas  Land 
Commission,  his  Associate  Deputy  of  Energy  Resources,  Mr.  Cary 
Overton,  was  present  for  the  hearing.  So  Mr.  Overton  was  present, 
thank  you  very  much.  I  appreciate  that.  And  thank  you  very  much, 
gentlemen,  for  attending.  Have  a  good  day. 

We  are  adjourned. 

[Whereupon,  at  4:31  p.m.,  the  Committee  was  adjourned;  and  te 
following  was  submitted  for  the  record:] 
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29th  Congressional  District  of  Texas 
News  Release 


550:  Lawndjic                                                      420  w    I9ih  Si.  ,„,.  , 
Houston.  Texas  77023                                         Hous.on.  T«as  77008  Wash^ZTr    ,ns,, 
(713)923-9951                                                      (713)  880-»3M  Washingion.  DC    20515 
<^'^>880-^3M (202)225-1688 


FOR  IMMEDIATE  RELEASE  FOR  MORE  INFORMATION 

c  u  ^      ,    ,^.  Contact:  Elizabeth  Miller 

February  2.  1996  Phone:  202-225-1688 

CONGRESSMAN  GREEN  TO  PARTICIPATE  IN  HEARING 
ON  CURRENT  STATE  OF  OIL  AND  GAS  INDUSTRY 

(HOUSTON  TEXAS)  —  U.S.  Congressnian  Gene  Green  (D-Houston)  will  anend  a 
neanng  today  hosted  by  the  Resources  Subcomminee  on  Oversight  and  Invesugations  The 
hearing  IS  being  held  to  discuss  the  economic  and  employment  effects  of  the  continuing  decline 
m  the  U.S.  oil  and  gas  production. 

"I  am  pleased  the  Resources  Committee  is  conducting  this  fact-finding  hearing  in 
Houston.  As  a  vital  center  of  our  petroleum  industry  and  oil  capital  of  the  world.  Houston 
has  known  first  hand  the  benefits  of  a  strong  oil  and  gas  industry  and  the  devastating  costs  of 
a  weakened  mdustry.  We  are  also  home  to  a  number  of  companies  that  have  prospered 
intemationally  and  can  provide  this  panel  valuable  information  about  their  experiences  abroad  " 
Congressman  Green  said. 

,   ,,      "^?  must  do  everything  possible  to  keep  these  oil  jobs  in  America.   We  have  lost  about 
halt  a  million  jobs  m  the  last  decade  and  we  can't  afford  to  lose  any  more. 

"I  will  follow  the  progress  of  these  congressional  hearings  and  help  the  Committee  on 
Resources  find  ways  to  revitalize  the  domestic  oil  and  gas  production,  identify  new  markets 
and  secure  good  paying  jobs  for  Americans." 

-END- 
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Congresswoman 

Sheila  Jackso 


FOR  IMMEDIATE  RELEASE 
FEBRUARY  1,  19  96 


CONTACT:   PAULINE  HIGGINS 
SEAN  CONNOLLY 
(202)  225-3816 


Jackson  Lee  to  Take  Part  in  Energy  Oversight  Hearings 

Congresswoman  Sheila  Jackson  Lee  will  participate  on  the  panel  of 
the  House  Resources  Committee  oversight  hearing  or.  the  economic  ar.d 
employment  implications  of  declining  U.S.  oil  and  gas  production. 
The  hearing  will  take  place  at  1:00  pm  in  Ballroom  C  of  ihe  George 
R.  Brown  Convention  Center  in  Houston,  Texas.  The  hearing  will  be 
proceeded  by  a  press  conference  that  will  take  place  -it  10:3(;  am  in 
room  303-A,  also  in  the  George  R.  Erown  Convention  Center. 

The  witnesses  will  include  representatives  of  the  federal  reserve, 
several  major  energy  producers,  organized  labor  several  state 
resource  boards,  and  several  major  universities.  The  hearing  will 
discuss  the  declining  production  as  well  as  skills  and  strategies 
for  the  future  of  energy  production  in  ."America. 

"Houston  is  home  to  many  leading  American  and  international 
producers  of  oil  and  gas  and  as  such,  is  ar.  appropriate  location 
for  these  hearings.  This  type  of  open  and  constructive  discussion 
in  an  arena  that  houses  the  nations'  leading  oil  and  gas  companies 
will  lead  to  real  answers  to  the  challenges  that  confront  thi3 
nation  as  we  move  into  the  21st  century,"  stated  Jackson  Lee. 

Congresswoman  Jackson  Lee  has  been  a  consistent  fighter  for 
increasing  jobs  in  the  domestic  energy  arena.  "This  hearing  is 
important  to  job  creation  in  Houston  and  in  the  18th  Congressional 
district.  I  am  glad  to  participate  in  a  hearing  that  will  create 
jobs  and  develop  our  domestic  energy  industry  through  increased 
production  and  efficiency,"  concluded  Jackson  Lee. 
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Forces  Shaping  the  U.S.  Explmiatk*!  and  Prchxjcticmi  industry 


Since  crude  oil  and  natural  gas  prices  collapsed  in  early  1986,  U.S.  exploration  and  production 
companies  have  been  on  a  roller  coaster  ride  that  has  caused  sm  industry-wide  case  of  near- 
terminal  whiplash. 

During  the  past  ten  years,  managements  of  exploration  and  production  companies  have  been 
challenged  to  simultaneously  grapple  with  wild  oil  and  gas  price  volatility,  make  bet-the- 
company  investment  choices,  adapt  to  industry-wide  restructuring  waves,  and  survive  in  an 
adverse  political  climate.  The  lessons  learned  during  the  past  ten  years  —  along  with  evolving 
global  market  fundamentals  and  constantly  improving  technologies  —  are  creating  a  new  breed 
of  exploration  and  production  company  that  has  learned  to  survive  and,  occasionally,  prosper  in 
an  extended  low  price/ tight  margin  environment  But  the  price  of  these  lessons  has  been  high. 

This  paper  provides  an  overview  of  industry  trends,  industry  responses  to  the  low  price 
environment  of  the  past  ten  years  and  the  outlook  for  the  U.S.  exploration  and  production 
industry. 

Industry  Trends 

The  starting  point  is  the  most  fundamental  of  trends  —  crude  oil  and  natural  gas  prices. 

Since  the  Arab  Oil  Embargo  in  1973,  oil  prices  have  been  on  a  roller  coaster  ride,  reaching  a  peak 
of   $31.77    per    barrel    in    1981 


($46.03  in  constant  1995  dollars). 
Oil  prices  collapsed  in  1986  after 
Saudi  Arabia  flooded  the 
market  in  an  attempt  to  regain 
market  share.  In  1994,  nominal 
oil  prices  fell  for  the  fourth 
straight  year,  reaching  their 
lowest  level  since  1988.  In  1995 
constant  dollars,  1994's  $13.34 
per  barrel  average  U.S.  wellhead 
oil  price  was  the  lowest  since 
1973.  In  1995,  the  U.S.  wellhead 
average  oil  price  rebounded 
slightly,  increasing  to  $14.64  per 
barrel.  Oil  prices  are  expected 
to  remain  relatively  flat  for  the 
remainder  of  the  decade. 


U.S.  Wellhead 
Average  Oil  Prices 


1970  to  1995 
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The  natural  gas  industry  has  also  endured  a  series  of  price  swings.  Natural  gas  prices  enjoyed 
strong  growth  during  the  late  1970s  and  early  1980s,  peaking  at  $Z66  per  thousand  cubic  feet 
(mcf)  in  1984  ($3.43  per  mcf  in  const<mt  1995  dollars).  Prices  then  dropped  sharply  and  remained 
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in  the  $1.65  to  $1.75  range  from  1987  until  1992.    Prices  increased  sharply  in  late  1992  and 
maintained  an  average  of  $2.04  per  mcf  in  1993,  the  highest  nominal  price  since  1985.   However, 

of    ai 


U.S.  Wellhead 
Average  Natural  Gas  Prices 


1970  to  1995 


in    1994    as    a    result 

unseasonably  warm  winter,  the 

U.S.   wellhead   average  natural 

gas  price  dropped  to  $1.88  per 

mcf.  Natural      gas      prices 

continued     to     drop     in     1995 

averaging  approximately  $1.60 

per    mcf,    the    lowest    level    in 

nominal  tenns  since  1979  and 

the  lowest  level  in  1995  constant 

dollars   since   1976.      However, 

due  to  a  colder  winter  in  1995- 

1996,  the  U.S.  wellhead  average 

natural       gas       price       should 

increase  in  1996,  although  there 

will       be       significant       price 

differences      among      different 

producing  regions  due  primarily  to  pipeline  transportation  constraints.     As  with  oil  prices, 

natural  gas  prices  are  expected  to  remain  relatively  flat  for  the  remainder  of  the  decade. 
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Drilling  activity  in  the  U.S.  is  at  the  lowest  level  since  1945,  with  1995's  projected  total  of  19,000 
wells  drilled  down  79%  from  the 
peak  of  just  over  90,000  drilled 
in  1981.  This  dramatic  decline 
has  had  an  adverse  impact  on 
the  energy  services  and  supply 
industries  as  well  as  the 
exploration  and  production 
industry.  Although  the  number 
of  natural  gas  wells  has  declined 
by  more  than  half  since  the  mid- 
1980s  to  approximately  7,400  in 
1995,  gas  weUs  now  account  for 
roughly  haU  (51%  in  1995)  of  aU 
successful  wells  drilled  in  the 
U.S.,  up  from  just  29%  in  1984. 
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Not  only  has  the  total  number 
of  wells  drilled  reached  a  post- 
war low,  but  the  number  of 
exploratory  wells  drilled  has 
also  declined  significantly,  from 
a  high  of  17,500  exploratory 
wells  in  1981  to  approximately 
3,500  wells  in  1995.  The  decline 
in  exploratory  drilling  raises  the 
question  of  whether  sufficient 
new  reserves  will  be  discovered 
to  meet  rising  demand. 
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U.S.  crude  oil  consumption 
increased  20%  between  1970 
and  1995  to  17.98  million  barrels 
per  day  (mbd),  the  highest  level 
since  1979.  U.S.  crude  oil 
production  (excluding  natural 
gas  liquids)  fell  32%  to  6.53  mbd 
during  the  same  period.  1995 
marked  the  tenth  consecutive 
year  that  U.S.  oil  production  has 
declined  except  for  a  slight 
increase  in  production  in  1991 
resulting  from  the  war  in 
Kuwait  U.S.  crude  oil  and 
petroleum  products  imports 
rose  by  166%  between  1970  and 
1995  to  10.05  mbd. 


U.S.  Crude  Oil 
Production  and  Consumption 
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Net  oil  imports  (total  imports 
less  total  exports)  as  a 
percentage  of  oil  consumption 
for  the  U.S.  declined  from  1979 
until  1985  and  has  climbed 
steadily  since  then,  reaching  an 
all  time  high  of  51%  in  1995.  As 
a  point  of  reference,  this 
compares  to  99%  for  Japan  and 
48%  for  Western  Europe  in 
1995.  In  addition  to  the  energy 
security  issues  related  to 
increasing  imports,  the  cost  of 
imported  oil  now  exceeds  $55 
billion  per  year,  or  $150  million 
per  day. 


Net  Oil  Importe  as  a  Percentage 
of  Oil  Consumption 


1970  to  1995 
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U.S.  natural  gas  consumption 
increased  31%  between  1986 
and  1995  to  21.3  billion  cubic 
feet  (tcf),  the  highest  level  since 
1973.  During  the  same  period, 
U.S.  natural  gas  production 
increased  only  18%  to  18.4  tcf  in 
1995  while  natural  gas  imports 
increased  260%  to  an  estimated 
2.7  tcf  in  1995.  Natural  gas 
production  has  increased  each 
year  since  1986  when 
production  reached  the  lowest 
level  in  the  period  1973  to  1995. 


U.S.  Natural  Gas 
Production  and  Consumption 
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The  most  visible  impact  these  changes  have  had  on  the  U.S.  oil  and  gas  industry  can  be 
measured      by      the     dramatic 


decline  in  employment.  From  a 
high  of  more  than  709,000  jobs 
in  1982,  oil  and  gas  exploration 
and  production  sector 

employment  has  fallen  more 
than  half  (55%  or  393,000  jobs) 
to  316,000  in  1995.  In  the 
downstream  refining, 

transportation  and  wholesale 
sectors,  employment  declined 
30%,  from  its  highpoint  of 
612,000  jobs  in  1981  to  426,000  in 
1995.  In  total,  approximately 
579,000  jobs  have  been  lost  in 
the  U.S.  oil  and  gas  industry 
(excluding  retail  operations  and 
oilfield  services). 


U.S.  Oil  &  Gas 
Industry  Employment 


1975  to  1995 
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As  prices  increased  during  the 
1970s  and  early  1980s  amid 
concerns  regarding  energy 
security,  the  U.S.,  as  well  as 
other  countries,  became  more 
energy  efficient.  Energy  prices 
for  end-users  has  declined  in 
most  of  the  major  industrial 
countries,  including  the  U.S.  In 
fact,  real  energy  prices  are  well 
below  their  levels  in  1980.  Real 
energy  prices  for  end-users  in 
the  U.S.,  Germany,  the  United 
Kingdom  and  Japan  are  69%, 
82%,  83%  and  64%,  respectively, 
of  the  levels  in  1980. 


Energy  Prices  for  End-Users 
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Industry  Responses  to  the  Low-Price  Environment 

Many  companies  reacted  too  slowly  to  the  volatile  environment  of  the  mid-  to  late-1980s  and 
early  1990s,  and  have  fallen  by  the  wayside  or  were  acquired  by  other  companies.    Since  1984, 
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over  300  publicly  traded  companies  and  many  more  privately  owned  companies  have 
disappeared  from  the  industry. 

On  the  other  hand,  those  companies  which  did  react  have  often  taken  drastic  steps.  These 
actions  fall  into  five  general  categories,  with  most  companies  employing  several  of  them  as  basic 
strategic  elements  of  their  survival  plans  for  the  1990s.  They  are: 

Reducing  costs.  All  companies,  large  and  small,  have  gone  through  a  sequence  of  steps  in  their 
efforts  to  reduce  costs.  The  first  was  layoffs,  usually  of  progressively  larger  size,  resulting  in  the 
loss  of  393,000  jobs  in  the  U.S.  exploration  and  production  industry  since  1982.  Many  companies 
have  foUowed-up  with  several  rounds  of  restructurings,  downsizing,  and  rightsizing.  Today, 
these  companies  are  deeply  involved  in  reengineering  their  operations  to  focus  on  core 
competencies,  achieve  competitive  advantages,  improve  performance  and,  in  the  process,  further 
reduce  costs.  In  the  process,  further  reductions  in  the  workforce  often  result,  such  as  Mobil's 
announcement  in  May  1995  of  plans  to  layoff  4,700  employees  (700  of  which  are  in  Mobil's  U.S. 
downstream  businesses).  Although  personnel  layoffs  are  the  most  visible  means  of  reducing 
costs,  many  energy  company  managements  have  learned  to  evaluate  closely  the  question  of  how 
lean  a  compcmy  can  be  before  it  becomes  anorexic. 

Restructuring  assets.  AU  compemies,  large  and  small,  have  and  are  continuing  to  buy,  sell  and 
trade  assets  in  an  effort  to  rationalize  their  holdings  and  operations,  enhance  the  value  of  their 
asset  portfolio  and  concentrate  on  their  core  competencies.  However,  according  to  the  1995 
Arthur  Andersen  Oil  &  Gas  Reserve  Disclosures  survey,  sales  of  domestic  oil  reserves  declined 
31%  in  1994  to  275  million  barrels  and  sales  of  domestic  gas  reserves  decreased  by  27%  in  1994  to 
2.2  tcf  as  the  pace  of  disposition  of  marginal  and  non-strategic  properties  slowed.  U.S.  reserve 
quantities      acquired 


U.S.  Sales  of  Reserves  in  Place 


1990  to  1994 


by  the 
companies  in  the  survey  fell  21% 
in  1994  to  941  million  barrels  of 
oil  equivalent  (boe),  reflecting 
continuing  progress  by  many  of 
the  companies  in  the  survey  in 
focusing  on  core  areas.  Natural 
gas  properties  represented  66%  of 
all  purchases  in  1994,  equaling 
the  highest  previous  level  in  the 
five-year  survey  period,  as  the 
major  oil  companies  became  net 
purchasers  of  U.S.  gas  reserves 
for  the  first  time  in  at  least  five 
years.  Sales  of  domestic  oil  and 
gas  reserves  rebounded  in  1995 
and  included  several  mergers  and 
acquisitions. 

Redirecting  exploration  and  development  strategies.  One  of  the  best  indicators  of  how 
individual  companies  have  adapted  to  the  uncertain  price  environment  is  the  changes  they  make 
in  exploration  and  development  (E&D)  spending  ~  capital  spent  to  find  and  develop  new  oil  and 
gas  reserves  domestically  or  in  foreign  countries. 


1992  1993 
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Exploration  & 
Development  Expenditures 


1984  to  1994 


Taken  as  a  whole,  E&D  spending  by  the  industry  (represented  by  over  175  publicly  traded 

companies  included  in  Arthur  Andersen's  annual  Oil  &  Gas  Reserve  Disclosures  survey  who  focus 

their   efforts    in    the    U.S.)    has 

made  a  major  shift  during  the 

past  decade.   From  1984  to  1989, 

these     companies     spent     $50 

billion,    or    61%    more    ($132.1 

bUlion  vs.  $82.1  billion)  to  find 

and  develop  domestic  oil  and 

gas    reserves    than    on    foreign 

properties.  This  trend  shifted  in 

1990,     and     these     companies 

spent  $17.5  billion,  or  22%  more 

($96.1   billion  vs.   $78.6  billion) 

during    1990-1994    on    foreign 

E&D  than  in  the  U.S.    This  is  a 

reflection  of  many   companies' 

strategies  emphasizing 

international  opportunities  that 

offer  the  greatest  potential  for  a 
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meaningful  impact  on  reserves,  production  and  cash  flow.  However,  many  companies  also 
believe  attractive  opportunities  still  exist  in  the  U.S.  and  the  gap  between  foreign  and  domestic 
E&D  spending  is  narrowing.  Total  U.S.  E&D  spending  increased  25%  in  1994  to  $16  billion 
compared  with  1992's  low  of  $12.8  billion.  According  to  a  recent  Salomon  Brothers  survey,  U.S. 
E&D  spending  increased  4.4%  in  1995  and  is  expected  to  rise  11.4%  in  1996.  Foreign  E&D 
spending  declined  by  16%  in  1994  to  $17.7  bUlion  from  1991's  high  of  $21  bUIion. 


U.S.  Exploration  & 
Development  Expenditures 


1984  to  1996 


Domestic  E&D  spending  by 
independent  oil  and  gas 
compemies  rose  to  $7.4  bdlion  in 
1994,  a  level  106%  above  the 
eleven-year  low  of  $3.6  billion  in 
1986.  Domestic  E&D  spending 
by  the  major  oil  companies  was 
$8.5  million  in  1994.  In  1994, 
domestic  expenditures 

accounted  for  35%  of  total  E&D 
spending  for  the  majors,  while 
accounting  for  79%  of  the 
independents'  E&D  spending. 
The  recent  Salomon  Brothers 
survey  indicates  that  U.S.  E&D 
spending  in  1996  will  increase 
9.3%  for  the  independents  and 
13.4%  for  the  majors.  Some  of 
the  majors  are  planning  significant  increases  in  E&D  spending  in  the  Gulf  of  Mexico. 
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Investing  in  technology.  All  companies,  large  and  small,  are  investing  in  new  technologies 
aimed  at  reducing  the  cost  of  finding,  developing  and  producing  new  reserves,  including  three- 
dimensional  seismic  interpretation  and  CAEX  technology,  horizontal  and  directional  drilling, 
deep  water  drilling,  and  subsea  and  floating  production  facilities  in  deep  water.  The  investment 
is  paying  off. 


Technology  improvements  and 
E&D  operating  efficiencies 
brought  the  cost  to  find  and 
develop  new  reserves  in  the 
U.S.  down  10%  to  $5.59  per 
barrel  of  oil  equivalent  (boe)  in 
1994.  The  majors  cut  costs  20% 
to  below  $5.00  per  boe  in  1994 
for  the  first  time  in  the  1990s. 
The  comparable  foreign  reserve 
replacement  costs  declined  13% 
to  $6.78  per  boe  in  1994,  the 
lowest  level  since  1990.  Over 
the  five-year  period  1990-1994, 
finding  and  development  costs 
averaged  $6.61  per  boe  in  the 
U.S.  and  $7.72  per  boe  outside 
the  U.S. 


Finding  and  Development  Costs 
Additions  Only 


1990  to  1994 
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The  average  cost  per  foot  to  drill 
a  well  has  decreased 
dramatically  from  1980  levels. 
For  oil  wells,  the  cost  (in  1987 
constant  dollars)  was  $54.67  f>er 
foot  in  1993,  down  59%  from 
1980  levels,  and  for  gas  wells 
was  $64.95  per  foot  in  1994, 
down  51  %  from  1980. 


Average  Cost  per  Foot  to  Drill 

(in  1987  Constant  Dollars) 
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Forming  new  alliances.  New  business  alliances  ranging  from  international  joint  ventures  to 
partnering  are  being  used  by  many  companies.  Many  exploration  and  producHon  companies 
are  forming  strategic  alliances  with  drilling  contractors,  seismic  companies  and  other  energy 
services  companies  that  enable  the  E&P  companies  to  reduce  their  costs  and  th^  service 
companies  to  improve  their  profit  margins.  E&P  compemies  are  also  beginning  to  explore 
outsourcing  of  non-core  activities,  such  as  accounting,  tax,  information  systems,  human 
resources  and  legal,  as  another  means  to  reduce  costs  and  focus  on  core  activities  that  add  value. 


Outlook  for  the  U.S.  Exploration  and  Production  Industry 

For  eight  years,  Arthur  Andersen  has  conducted  a  survey  of  oil  and  gas  industry  executives 
regarding  their  outlook  for  the  U.S.  exploration  and  production  industry.  In  our  1995  survey 
conducted  in  late  October/ early  November  1995,  we  received  responses  from  121  companies. 
Some  of  the  key  findings  are  summarized  below. 

When  asked  to  assess  over  25  countries  for  overall  attractiveness  for  investment  in  oil  and  gas 
exploration  and  development  activities,  the  United  States  was  rated  the  highest,  although  only 
slightly  above  "moderately"  attractive. 
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Regarding  natural  gas 
reserves,  ninety-two  percent  of 
the  respondents  believe  that 
there  are  significant  reserves 
remaining  to  be  discovered  in 
the  U.S.  The  prices  believed  to 
be  necessary  to  significantly 
increase  the  domestic  natural 
gas  reserve  base  continues  to 
decrease,  with  over  half  (53%) 
of  the  respondents  saying  an 
average  price  of  less  than  $2.50 
per  mcf  would  be  required. 
The  areas  with  the  highest 
potential  for  new  domestic 
natural  gas  discoveries  are  the 
Gulf  of  Mexico  and  the 
Onshore  Gulf  Coast 


Potential  for  New 
Natural  Gas  Discoveries 
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Regarding  oil  reserves,  fifty-five 
percent  of  the  respondents 
believe  that  there  are  significant 
reserves  remaining  to  be 
discovered  in  the  U.S.,  which  is 
more  optimistic  than  previous 
surveys.  The  prices  necessary 
to  increase  the  domestic  oil 
reserve  base  continues  to 
decrease,  with  over  half  (51%)  of 
the  respondents  indicating  an 
average  price  of  $20  per  barrel 
or  less  woisld  be  needed.  The 
respondents  believe  that  the 
areas  for  highest  potential  of 
new  domestic  oil  discoveries  are 
Alaska  and  the  Gulf  of  Mexico. 


Potential  for  New 
Oil  Discoveries 
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Several  factors  affect  companies 
capital  spending  decisions. 
When  asked  to  rank  these 
factors,  projected  oil  and  gas 
prices  were  clearly  the  most 
important  factors  affecting 
capital  sf>ending  decisions.  This 
has  been  a  consistent  finding  in 
the  past  four  surveys. 


Factors  Affecting 
Capital  Spending  Decisions 


Average 
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The  industry  employment 
outlook  for  1996  continues  to  be 
less  optimistic  than  the  previous 
year's      survey.  Sixty-three 

percent  of  the  respondents  to 
the  1995  survey  exp>ect 
decreased  employment  in  1996. 
The  longer-term  employment 
outlook  is  slightly  more  positive 
than  the  short-term  exp>ectations 
with  22%  of  the  respondents 
expecting  industry  employment 
to  increase  in  2000  while  58% 
expect  a  decrease. 
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Consistent  with  previous 
surveys,  industry  executives 
continue  to  believe  that 
uncertain  natural  gas  and  oil 
prices  are  the  most  significant 
issues  facing  the  U.S.  oil  and  gas 
industry  today.  Environmental 
requirements/costs,  the  U.S. 
regulatory  environment  and 
exploration  constraints  are  at 
least  a  "moderate"  issue. 


Significance  of  Problems 
Facing  the  U.S.  Oil  and  Gas  Industry 
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Conclusion 

What  conclusions  can  be  drawn  from  this  overview  of  the  forces  shaping  the  U.S.  exploration 
and  production  industry? 

First,  the  industry  will  live  in  a  tight  margin  environment  for  the  remainder  of  the  1990s  because 
oil  and  natural  gas  prices  will  remain  relatively  flat. 

Second,  many  companies,  both  majors  and  independents,  believe  attractive  opportimities  still 
exist  in  the  U.S.  as  clearly  demonstrated  by  the  significant  increase  in  U.S.  exploration  and 
development  spending  in  the  U.S.  and  their  view  that  there  are  significant  natural  gas  and  oil 
reserves  yet  to  be  discovered  in  the  U.S. 

Third,  the  investment  in  new  technologies  by  both  large  and  small  companies  is  paying  off  as 
demonstrated  by  the  reduction  in  finding  and  development  costs  and  average  cost  per  foot  to 
drill  wells. 

Fourth,  U.S.  crude  oil  production  will  continue  to  decrease  and  oil  imports  will  continue  to 
increase  unless  exploration  and  production  companies  are  given  the  opportunity  to  explore  for 
new  oil  reserves  throughout  the  U.S. 

Fifth,  use  of  natural  gas  will  continue  to  increase  and  the  demand  growth  can  be  met  by 
increased  U.S.  production  if  exploration  and  production  companies  are  given  the  opportvmity  to 
explore  for  new  gas  reserves  throughout  the  U.S. 

Despite  a  depression  that  has  lasted  ten  years,  the  leading  U.S.  exploration  and  production 
companies  have  the  capability  cmd  spirit  to  achieve  the  potential  that  exists  in  the  U.S. 
exploration  and  production  industry.  I  encourage  you  to  listen  to  and  understand  the  views  of 
these  companies  in  today's  and  future  hearings. 
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Fonnal  Testimony  for  the  Written  Record 
Submitted  by 


Dale  W.  Steffes 

Founder  and  President 

Planning  &  Forecasting  Consultants 


To  the 

U.S.  House  of  Representatives 
Committee  on  Resources 

Honorable  Don  Young 
Chairman 

Honorable  Ken  Calvert 

Subcommittee  Chairman 

Energy  &  Mineral  Resources 


Committee  Hearing         Feb.  2,  1996, 
Houston,  Texas     George  Brown  Conv.  Ctr. 
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Mr  Chairman,  Members,  Fellow  Participants,  Media,  Other  Attendees 

My  name  is  Dale  Steffes,  I  am  an  independent  strategy  consultant  I  formed  Planning  & 
Forecasting  Consultants  23  years  ago,  prior  to  the  first  oil  embargo    Texas  Governor 
George  Bush  recently  appointed  me  to  serve  on  the  Interstate  Oil  &  Gas  Compact 
Commission. 

It  is  my  intention  to  present  some  different  ideas  and  thoughts  from  the  conventional 
energy  industry  wisdom  in  my  allocated  time  My  testimony  is  based  on  our  energy 
models,  which  have  a  proven  track  record 

My  company's  principal  service  is  assisting  companies  and  countries  with  their  strategic 
planning  and  strategic  forecasting  tasks    I  want  to  stress  that  I  am  not  a  management 
consultant,  rather  I  am  a  strategy  consultant  Good  management  is  doing  things  right, 
while  good  strategy  is  doing  the  right  things    Also,  I  have  formulated  and  documented  in 
the  public  literature,  a  World  Oil  Stability  Policy  for  OPEC  and  lEA  Neither  side  has 
accepted  this  policy  yet,  but  they  eventually  will  see  the  merits  of  this  oil  stability  policy. 

I  want  to  thank  the  Committee  for  holding  your  energy  oversight  hearings  in  Houston    I 
have  long  held  that  more  than  half  of  the  world's  significant  oil  exploration  wells  are 
decided  in  Houston 

I  share  the  committee's  concerns  about  our  country's  declining  domestic  oil  &  gas 
production  and  also  about  our  increasing  dependency  on  foreign  oil     I  agree  the  nation's 
public  lands  and  outer  Continental  shelf  can  play  a  major  role  in  both  of  these  concerns. 

The  key  reason  why  the  US  developed  their  petroleum  resources  before  other  nations 
developed  theirs  was  because  our  country  has  honored  private  property  rights    When  oil 
was  found  on  one  property,  the  neighbors  quickly  responded  by  exploring  under  their 
property    Individuals  can  always  make  economic  decisions  faster  than  group  decisions. 

Our  public  lands  and  OCS  are  essentially  community  property,  and  therefore  the  economic 
decisions  for  petroleum  exploration  are  much  more  difficult  to  reach  consensus    Society's 
members  need  to  know  the  common  benefits  and  common  costs  Currently,  there  is  little 
public  consensus  on  the  benefits  and  costs  of  oil  production  from  our  public  lands. 

The  United  States'  energy  problem  should  be  considered  as  two  separate  energy  problems: 
First,  the  U.  S  petroleum  producers  are  forced  to  use  false  domestic  oil  price  signals 
Second,  the  nation's  cost  for  security  of  oil  supply  can  not  be  adequately  quantified. 

The  nation's  oil  security  cost  is  an  intangible  number    The  governmental  interagency  task 
force  assigned  to  address  this  subject  has  been  procrastinating  for  more  than  a  year.  Their 
Dec  1993  assignment  was  to  produce  a  written  report  by  December  1994    This 
Interagency  oil  security  report  is  still  not  available 


76 


The  cause  of  false  oil  price  signals  is  because  oil  is  fungible  making  all  oil  competitive  in 
value  to  end  users    However,  the  cost  of  oil  production  varies  immensely  around  the 
world  To  illustrate,  both  United  States  and  Saudi  Arabia  each  produce  about  8  million 
barrels  per  day  The  cost  difference  is  evident  when  the  number  of  wells  required  are 
compared  The  US  requires  600,000  wells,  while  Saudi  Arabia  needs  less  than  3,000 
wells  (a  half  a  percent)  to  produce  about  the  same  daily  total 

The  world  marker  price  for  oil,  measured  at  New  York  and  Rotterdam  is  based  on  a 
combination  of  this  low  production  cost  oil  and  high  production  cost  oil  with  small 
differentials  for  logistics  and  quality    Essentially,  this  one  world  marker  oil  price  is  always 
wrong    Normally  it  is  too  low  for  U  S  domestic  producers  and  higher  than  necessary  for 
many  foreign  oil  producers 

In  today's  free  trade  world,  Saudi  Arabia  and  other  low  cost  oil  producers  will  continually 
gain  market  share  against  the  United  States  domestic  oil  producers    The  more  dependent 
the  United  States  becomes,  the  more  vulnerable  we  are  to  political  and  economic 
disruption. 

For  the  US  to  avoid  this  overdependence  on  foreign  oil  suppliers,  some  form  of  market 
intervention  is  required    Many  in  the  domestic  oil  production  industry  desire  a  floor  price, 
or  import  tariffs  Others  want  to  tax  energy  to  lower  consumption  to  domestic  production 
levels    Still  others  want  some  form  of  tax  benefits    All  of  these  market  interventions  will 
lessen  the  U  S  oil  dependence,  but  they  all  cost  the  domestic  consumer  more,  either 
directly  or  indirectly 

The  National  Energy  Stability  Policy,  I  have  formally  proposed  (see  news  clipping)  to  the 
Clinton  Administration  in  January  of  1993  would  resolve  both  of  these  energy  problems 
It  is  described  further  in  a  published  paper,  which  is  included  in  my  written  testimony 
Copies  of  the  formal  offer  to  President  Clinton  are  available  as  a  separate  handout 

Briefly,  our  proposed  national  energy  policy  would  have  the  President  set  the  maximum 
percentage  of  total  energy  imports  This  decision  should  consider  national  security, 
international  competitiveness  and  balance  of  trade  considerations    As  President,  he  can 
adjust  the  country's  energy  dependency  percentage  as  he  views  the  overall  US  concerns 
The  exhibit  in  our  testimony  briefly  describes  the  operation  of  the  policy 

The  President  would  implement  a  regulation  requiring  that  all  energy  imported  into  the 
United  States  would  require  an  import  ticket    These  valuable  tickets  would  be  earned  by 
producing  domestic  energy  at  the  ratio  the  President  determined  safe  and  prudent    The 
earned  value  of  the  oil  import  tickets  would  subsidize  domestic  energy  producers 

This  policy  would  eliminate  the  threat  of  low  oil  prices  on  domestic  producers  Also 
eliminates  the  threat  of  high  oil  prices  on  consumers    If  OPEC  lowers  their  price  to  gain 
world  market  share,  the  value  of  the  ticket  increases  and  the  domestic  producers  are 
subsidized  even  more 
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The  following  are  the  projected  financial  effects  per  year  with  implementation  of  this 

policy: 

Reduce  the  energy  import  bill  and  balance  of  trade  by  $12  billion 
Increase  the  energy  producers  income  by  about  the  same  or  1 5  cents/MMBTU 
Eliminate  Department  of  Energy  expenditures  by  $6  billion 
Increase  US  income  taxes  collected  by  $4  billion 
Decrease  the  Department  of  Defense  expenditures  by  $X  billion 
And  would  not  increase  the  cost  of  energy  to  the  United  States  consumer, 
something  all  other  proposals  do,  either  directly  or  indirectly 

I  have  a  letter  fi-om  former  OPEC  Secretary  General  Subroto  confirming  that  this  policy 
would  perform  as  our  world  energy  model  predicts    That  letter  is  included  in  the  article  in 
my  written  testimony 

This  energy  policy  would  naturally  increase  the  employment  in  the  energy  production 
sector,  but  this  would  probably  be  offset  by  decreases  in  employment  in  the  Department's 
of  Energy  and  Defense 

Quite  naturally,  the  Department  of  Energy  has  been  reluctant  to  respond  to  our  policy, 
because  it  essentially  performs  their  prime  mission,  national  security  of  oil    This 
essentially  eliminates  the  need  for  the  energy  security  function  of  the  DOE    Fifty  house 
members  recently  introduced  a  bill  to  eliminate  the  DOE 

The  world  is  now  entering  a  new  era  for  the  oil  companies,  as  many  Countries  and  States 
are  now  working  very  hard  to  entice  petroleum  exploration  and  production  in  their 
domain    Case  in  point,  Venezuela,  Indonesia,  Texas,  Alaska  Former  USSR  countries. 
Even  the  United  States  changed  the  royalty  rates  for  deep  water  offshore  production 
Most  government  leaders  today  want  oil  companies  to  bring  their  expertise,  management 
skills  and  money  into  their  jurisdiction. 

Thank  you  very  much  for  the  opportunity  to  present  a  different  solution  to  our  national 
energy  problems  with  the  Committee  on  Resources    I  am  presently  in  the  process  of 
raising  funds  to  publicize  this  policy  for  general  public  acceptance    I  stand  ready  to 
answer  any  questions  or  provide  supplemental  data  to  you  or  your  staff 
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Consultant  pitches  plan 

Houslon  energy  consuHanl  Dale 
Slafles  has  a  diflereni  plan  for  curb- 
ing dependence  on  imported  oii.  and 
he  "ks  lo  deliver  his  National  Ener- 
gi  Jility  Policy  to  President  Chn- 
Ion  tarly  this  week.  His  idea;  Anyone 
producing  energy  from  any  domestic 
source  would  gel  a  federal  "ticket" 
to  import  one  unit  for  each  (our  units 
ot  domestic  energy  produced 

Oetalft/page,  C-4. 


Houston  energy  consultant 
pitching  his  plan  to  Qinton 


By  Sam  Fletcher 

post  energy  writer 

Houston  energy  consultant  Dale  Slef(es  has  a  dif- 
ferent plan  for  curbing  the  country's  dependence  on 
imported  oil  and  lo  stimulate  the  oil  patch  econonny. 
But  it's  a  plan  he  wants  to  administer  himself  to 
keep  It  free  from  politics. 

Sleffes  plans  to  deliver  his  National  Energy  Sta- 
bility Policy  to  President  Clinton  The  letter  should 
reach  Washington  early  this  week 

"Everyone  is  trying  lo  get  his  or  her  ideas  in  to 
the  new  administration,"  Steffes  said.  "I'm  trying  lo 
do  the  same  But  I'm  convinced  mine  will  work 
belter  than  any  other  approach  for  reducing  oil 
imports  " 

Under  Steffes'  plan,  anyone  producing  energy 
from  any  domestic  source  —  oil,  natural  gas,  coal, 
nuclear,  hydropower  or  any  alternative  —  would 
receive  a  federal  license  or  "ticket"  to  import  one 
unit  of  oil  for  each  four  units  of  domestic  energy 
produced  Units  would  be  measured  in  British  ther- 
mal units. 

Because  most  energy  producers  in  this  country 
are  not  integrated  companies  involved  in  importing 
oil,  Steffes  eipects  a  market  to  develop  for  those 
tickets 

He  claims  the  trade  in  import  tickets  will  trans- 
fer to  domestic  energy  producers  about  $12  billion  a 
year  that  otherwise  would  go  to  foreign  oil  produc- 
ers Steffes  said  it  shouldn't  raise  consumers'  cost. 

"The  cartel  will  try  to  set  oil  prices  as  high  as 
they  can,  but  it  won't  work,"  Steffes  said  "OPEC 
may  own  the  oil,  but  wc  own  the  market  It's  possi- 
ble to  decide  the  maximum  amount  of  oil  that  well 
import  based  on  a  percentage  of  our  national  ener- 
gy demand." 

Steffes  would  put  that  import  level  at  20  percent 
of  our  total  demand  for  all  energy  —  about  the 
same  as  it  is  today. 

Steffes  has  already  outlined  his  plan  to  represen- 
tatives of  the  Department  of  Interior,  the  Bechtel 
Corp.,  the  National  Coal  Association  and  the  U.S. 
Council  for  Energy  Awareness,  among  others, 
during  a  briefing  at  the  National  Press  Club  in 
Washington  in  October. 

He  claims  his  plan  would  provide  the  necessary 
feedback  to  monitor  how  much  the  United  States  is 
paying  for  energy  compared  to  the  rest  of  the  world. 
"We  need  a  higher  price  for  our  domestic  oil  than 
the  rest  of  the  world,"  he  said,  because  of  higher 
production  costs 

But  Sleffes  wants  to  be  the  one  to  administer  the 
program  through  a  proposed  Private  Energy  Stabil- 
ity Commission,  rather  than  leave  it  to  politicians 
who  may  be  tempted  to  grant  exemptions  to  coun- 


ira  Siricksteinrrrie  Housion  Post 
Dale  Steffes  of  Planning  a  Forecasting  Con- 
sultants hopes  to  offer  his  idea  lo  fielp  Uie 
energy  Indistry  to  President  Clinton. 


tries  such  as  Mexico,  Canada  or  others. 

"I  would  make  it  a  clean  system  with  no  political 
exceptions,"  Steffes  said  He  claims  America's 
nearest  oil-  and  gas-producing  neighbors  enjoy  "a 
logistical  advantage"  anyway. 

Steffes  says  he  can  manage  the  program  at  no 
cost  to  the  federal  government  and  with  the  possi- 
bility of  saving  billions  of  dollars  from  Energy  De- 
partment operations.  "All  I  want  is  10  percent  of 
the  tickets,"  he  said  "Ten  percent  is  not  much  for 
an  idea." 

Steffes  claims  his  plan  will  produce  additional 
savings  by  reducing  Defense  Department  expenses 
for  protecting  oil  supplies  in  the  Middle  East.  But 
it's  too  soon  to  say  by  how  much,  he  said. 

Boosting  income  for  domestic  producers  will  re- 
sult in  their  paying  more  federal  and  state  taxes,  be 
said,  as  opposed  to  foreign  production,  which  con- 
tributes nothing  to  the  US  tax  system. 
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National  Energy  Stability  Policy 

(Performs  DOE's  principal  function,  maintaining  U.S.  oil  security) 
A  Simple  U.S.  Import  Energy  Control  Model 


Domestic 
producers 
68  Quad  BTU 


\ 


Public  Markrt 
CWaruieho 
Tickrts 


Importers  of 

foreign  energy 

17  Quad  BTU 


Private  National  Energy 
Stability  Agenc> 


Downstream  Energy  Infrastructure 
Energy  Demand  of  U.S.  Economy 
85  Quadrillion  BTU 


Enrrgy 


Tirkris 


Required  actions  to  implement. 

1    US  President  implements  a  CFR  tliai  all  cncrg)  imported  into  the  US  must  Itave  an 
energy  import  ticket.  The  President  currently  lias  tliis  legal  autlionty 

2.  US  President  sets  national  maximum  energy  percentage  dcpcndcnc>  based  on  national 
security,  balance  of  trade  and  international  competitiveness  considerations  (For  example, 
assume  the  President  sets  United  States  energy  dependency  at  20%) 

3.  US.  Government  accepts  the  Private  National  Encrg>-  Slabiliy  Agcnc)'s  (PNESA)  offer 
to  operate  the  policy  at  zero  cost  to  the  go\erruncni    Domestic  producers  would  report 

their  monthly  production  to  tlie  PNESA.  PNESA  would  then  issue  import  tickets  proportional 
to  their  production.  All  producer's  production  data  would  be  audited  by  the  PNESA 

4.  These  energy  import  tickets  would  be  earned  by  producing  domestic  energj-    (Using 
the  e.vample  dependency,  for  every  4  BTU  produced,  the  producer  would  cam  the  right 
to  import  I  cheaper  foreign  BTU.  Tliese  import  rights  would  lia\e  value,  which  would 
subsidize  domestic  energj'  production  TTic  producers  could  import  energy  themselves  or 
sell  their  earned  tickets  to  otiicr  imporicrs.  A  public  market  w ould  soon  develop  to  establish 
the  value  of  the  import  ticket    This  control  s)'stem  automatically  limits  energy  imports  to 
the  percentage  le\'el  determined  safe  and  reasonable  by  the  President 

5.  PNESA  would  collect  import  tickets  for  each  unit  imported    Imports  would  be  limited  to 
the  amount  of  import  tickets  earned.  Also,  the  energy  imports  would  be  audited  by  PNESA. 

6.  PNESA  would  retain  10  percent  of  the  import  tickets  to  operate  the  NESP  control  system 
as  a  pnvate  enterpnse.  The  federal  government  would  audit  the  PNESA 

7.  When  U  S  consumers  required  additional  energy,  it  will  automatically  come  at  this  ratio, 
four  from  domestic  and  one  from  foreign    This  policy  aulomaticaly  guarantees  domestic 
producers  a  set  percentage  of  the  total  domestic  eiierg>  market    Tliis  system  removes  the 
threat  of  low  oil  prices  on  producers  and  also  lessens  titc  Ilireat  of  disruption  by  foreign  suppliers 
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Testimony  Before  The 

U.S.  House  Of  Representatives 

Committee  On  Resources 

Concerning  Economic  And  Employment  Implications 

Of  Declining  U.S.  Oil  And  Gas  Production 

Mr.  Chairman,  my  name  is  Milton  Holloway.  I  am  President  of  Resource  Economics,  Inc. 
in  Austin,  Texas.  I  appreciate  this  opportimity  to  speak  on  the  topic  of  the  impUcations  of 
decHning  U.S.  oil  and  gas  production.  I  will  focus  mostly  on  this  matter  regarding  the  Texas 
economy-a  state  that  has  historically  produced  a  third  of  U.S.  oil  and  gas. 

For  most  of  this  century  the  growth  of  the  Texas  economy  has  been  driven  by  oil  and  gas 
industry  development.  The  discovery,  production,  transportation,  distribution  and  refining  of 
these  natural  resources  have  been  a  major  source  of  jobs,  income  and  wealth  for  Texans  ever 
since  Spindletop.  The  engine  of  economic  growth  has  shifted,  however,  and  the  oil  and  gas 
industry  is  in  long  term  decline. 

The  long  term  decline  of  the  oil  and  gas  industry  raises  a  number  of  public  policy 
questions;  both  economic  and  environmental  policy  are  ongoing  subjects  of  debate.  These  policy 
debates  need  to  be  informed  by  accurate  information  about  the  current  economic  importance  of 
the  industry  and  the  long  term  prospects  for  fiirther  development  of  Texas  and  U.S.  resources. 

This  paper  examines  two  aspects  of  trends  that  are  underway,  with  a  focus  on  the 
conditions  of  Texas.  First,  alternative  measures  of  the  importance  of  the  industry  are  examined. 
Second,  the  economic  importance  of  increased  oil  and  gas  recovery,  and  of  their  decline,  are 
evaluated. 

Measures  of  the  Economic  Importance  of  the  Industry 

The  usual  economic  measures  of  the  importance  of  an  industry  are  value  of  production 
and  contributions  to  employment  and  incomes  in  the  economy.  Contribution  to  incomes  is  best 
measured  as  contribution  to  Gross  Domestic  Product  (GDP)  or,  in  the  case  of  a  state.  Gross  State 
Product  (GSP).  The  definition  of  the  industry  adopted  here  includes  the  production  of  oil  and 
gas,  chemicals  and  allied  products,  refining  and  oil  field  machinery,  referred  to  here  as  the  "Oil 
Industry".  The  production  of  oil  and  gas  makes  up  roughly  one-half  of  the  Oil  Industry 
employment  and  contribution  to  GSP. 

The  quantity  and  value  of  production  of  oil  and  gas  in  Texas  have  declined  dramatically 
since  the  peak  production  year  of  1972.  Clearly  the  best  years  are  gone.  The  table  below  shows 
that  the  current  oil  production  is  43%  and  gas  is  47%  of  the  respective  1972  peaks,  or  an  aimual 
average  decline  rate  of  3.8%  for  oil  and  3.4%  for  gas  over  the  22  year  period. 
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Oil 

Gas 

Year 

(bil.bbl.) 

TCF 

1972 

1.255 

8.657 

1982 

.864 

6.210 

1992 

.609 

4.213 

1994 

.537 

4.077 

Meanwhile,  the  Texas  economy  has  been  growing.  The  table  below  shows  that  GSP  and 
total  non-farm  employment  continue  in  the  opposite  direction  from  oil  and  gas  production,  with 
current  year  real  GSP  and  employment  at  twice  the  1972  levels  (a  factor  of  2.03  for  GSP  and 
1 .99  for  employment). 


Non-farm 

Year 

GSP 

Employment 

(Bil.  1994$) 

(millions) 

1972 

232.2 

3.883 

1982 

385.5 

6.263 

1992 

445.4 

7.268 

1994 

471.1 

7.740 

Oil  and  gas  production  are  only  part  of  the  story,  however.  The  economic  contribution  to 
the  Texas  economy  is  better  measured  by  the  contribution  to  employment  and  GSP  by  the  entire 
complex  of  inter-related  enterprises  (Oil  Industry).  The  table  below  shows  that  the  share  of  GSP 
increased  dramatically  in  the  early  1980s  following  the  Iranian  conflict  and  the  subsequent  run- 
up in  the  world  oil  price  which,  in  today's  purchasing  power  dollar,  was  $50/bbl.  The  Oil 
Industry  share  of  GSP  in  1972  was  16.2%,  rising  to  24.9%  in  1982  (note:  the  peak  was  at  29%  in 
1981),  and  declining  to  12.5%  currently.  The  Oil  Industry  share  of  Texas  employment  was  5.9% 
in  1972,  rising  to  8.0%  in  1982  and  currently  stands  at  3.9%  (see  Exhibits  2  and  3  for  detail). 


GSP 

Employment 

Oil 

Oil 

Oil 

Oil 

Year 

Industry      Total 

Industry  Share 

Industry 

Total 

Industry  Share 

(Bil.  1994$) 

(%) 

(millions) 

(%) 

1972 

37.6        232.2 

16.2 

.231 

3.883 

5.9 

1982 

95.9         385.5 

24.9 

.500 

6.263 

8.0 

1992 

59.1         445.4 

13.3 

.313 

7.268 

4.3 

1994 

58.0        471.1 

12.5 

.303 

7.740 

3.9 
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The  rise  and  fall  of  the  Oil  Industry  contribution  to  the  Texas  economy  is  highly 
correlated  with  price  of  oil.  In  1994  purchasing  power  dollars,  the  price  of  oil  today  is  slightly 
above  the  1972  price  that  prevailed  before  the  Arab  Embargo  (see  Exhibit  1).  The  price  of  oil 
today  in  constant  purchasing  power  dollars  is  about  $3.00  per  barrel  higher  than  the  pre-Embargo 
level;  the  share  of  GSP  is  lower  than  the  pre-Embargo  level  by  3.7%  (12.5%  compared  to 
16.2%)).  As  a  result,  the  Oil  Industry  has  lost  a  significant  amount  of  its  historical  economic 


Oil  Price 

Year 

Current              1994$ 

1972 

3.48                12.34 

1981 

34.65               53.42 

1994 

15.16               15.16 

importance  to  the  Texas  economy,  but  the  dramatic  change— the  markedly  different  period— was 
the  ten-year  period  following  the  Arab  Embargo.  The  industry  is  clearly  in  long  term  decline,  but 
changes  in  its  relative  importance  to  the  economy  are  best  captured  by  comparing  today  with  the 
pre-Embargo  era,  rather  than  conditions  accompanying  the  unusual  events  that  followed  two 
world  oil  crises  during  the  1970s. 

A  Measurement  Footnote 

The  above  comparisons  of  today's  Oil  Industry  contribution  to  the  economy,  in 
comparison  to  the  pre-Embargo  era,  have  an  important  footnote.  The  long  term,  technology- 
based  restructuring  of  the  U.S.  economy  has  left  our  economic  data  series  lacking.  The  now 
common  and  growing  practice  of  hiring  contract  workers  in  place  of  regular  employees  (out- 
sourcing) that  is  taking  place  in  all  major  industries  has  been  underway  in  the  Oil  Industry  for  at 
least  a  decade.  The  effect  of  this  practice  on  economic  statistics  is  to  understate  the  direct 
employment  contributions  of  the  industry.  The  summary  table  above  shows  that  the  Oil  Industry 
share  of  GSP  is  now  77.2%  of  the  1972  level,  while  the  employment  share  is  now  66.1%)  of  the 
total  1972  level.  Part  of  this  more  rapid  employment  share  decline  is  due  to  increased  labor 
productivity,  but  some  of  it  is  also  due  to  the  practice  of  contract  hiring.  A  1990  study  of  the  U.S. 
refining  and  petrochemical  industry,  for  example,  indicates  that  between  one-third  and  one-half 
of  the  petrochemical  industry  workforce  is  comprised  of  contract  labor.'  Further,  the  practice 
intensified  during  the  1980s,  resulting  in  perhaps  a  \5%  to  20%  increase  in  the  shares  of  contract 
workers. 


'  "Managing  Workplace  Safety  and  Health:  The  Case  of  Contract  Labor  in  the  U.S.  Petrochemical  Industry,"  John 
Gray  Institute,  Lamar  University  System,  July,  1991. 
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The  employment  statistics  are  currently  tied  to  the  Standard  Industrial  Code  (SIC) 
classification  system  used  to  report  to  all  government  agencies.  The  comparisons  of  employment 
by  SIC  fails  to  adjust  for  this  contract  employment  phenomenon.  Much  of  the  contract  labor  is 
captured  in  the  growth  of  the  service  industry  rather  than  growth  in  the  traditional  industry 
employment.  Our  employment  agencies  (Texas  Employment  Commission  and  Bureau  of  Labor 
Statistics)  are  aware  of  the  problem  but  so  far  no  one  knows  just  how  important  the  distortion 
may  be.  In  short,  this  data  series  problem  amounts  to  an  understatement  of  the  direct  employment 
in  the  Oil  Industry  when  compared  to  earlier  periods;  the  decline  in  Oil  Industry  employment 
share  is  less  severe  than  the  data  show. 

Prospects  for  Slowing  the  Oil  Industry  Decline 

The  oil  and  gas  production  part  of  the  Texas  Oil  Industry  is  certainly  in  long  term  decline 
although  this  is  not  necessarily  true  of  the  chemical,  refining  and  oil  field  machinery  parts  of  the 
industry.  I  focus  here  on  the  oil  and  gas  production  outlook  and  the  prospects  and  importance  of 
slowing  the  decline  in  primary  energy  production. 

Exhibit  4  summarizes  two  scenarios  of  the  Texas  energy  balance,  comparing  the  period 
from  1970  through  the  early  1990s,  with  projections  to  the  year  2020.^  The  first  scenario 
compares  the  total  Texas  energy  consumption  with  primary  energy  production,  which  of  course 
is  mostly  oil  and  gas.  The  second  scenario  is  the  energy  balance  given  maximum  application  of 
advanced  recovery  technologies  and  aggressive  contributions  from  renewables  (see  Exhibit  5  for 
supply  projections). 


Texas  Primary  Energy  Supply 

Increase  irom 
Advanced  Technology' 


Year 

Current  Trends 

Advanced  Technology 

(mmbd) 

(mmbd) 

1970 

7.56 

7.56 

1980 

5.90 

5.90 

1990 

4.48 

4.48 

2000 

3.86 

4.40 

2010 

3.15 

4.33 

2020 

2.61 

4.06 

.54 
1.18 

1.45 


'  Holloway,  Milton  L.,  et  al.,  "Texas  Long  Term  Economic  and  Energy  Outlook:  1990  -  2040,"  Appendix  to  State 
of  Texas  Energy  Policy  Partnership,  Railroad  Commission  of  Texas,  Austin,  March,  1993. 
'  The  current  trends  already  include  a  great  deal  of  advanced  technology  oil  and  gas  production  by  1995.  Some 
unknown  quantity  is  also  included  in  the  1990  production  numbers.  For  example,  Union  Pacific  Resources  Group 
has  just  completed  its  one-thousandth  horizontal  well  since  1988  in  the  Austin  Chalk  where  production  has  reached 
529  million  cubic  feet  equivalent  per  day  in  December,  1995.  (Source:  Union  Pacific  Resources  Group,  Press 
Release,  January  12,  1996). 
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The  supply  side  of  advanced  technology  contributions  includes  enhanced  oil  and  gas 
recovery,  as  well  as  application  of  3D  seismic,  horizontal  drilling  and  targeting  resource 
development  in  known  fields.  This  maximum  effort  cannot  be  expected  to  increase  Texas' 
primary  energy  production  above  today's  levels;  the  best  prospects  are  to  slow  the  decline  to  a 
near  stable  level  of  4.3  mmbd  for  a  10  to  15  year  period.  How  feasible  is  this  level  of  production 
increase  above  the  current  trend?  How  much  might  the  increase  be  worth  to  the  Texas  economy? 

What  are  the  employment  and  GSP  impacts  of  increased  oil  and  gas  production  brought 
about  by  enhanced  recovery  through  highly  efficient  applications  of  knowledge  and  technology- 
based  initiatives?  Assuming  a  $20  oil  price  equivalent  for  increased  oil  and  gas  production,  and 
one-half  of  the  rather  optimistic  year  2010  contribution  shown  in  the  table  above  (1.18  mmbd  /  2 
=  0.59  mmbd),  the  value  of  primary  energy  output  would  amount  to  $4.3  billion  per  year.  The 
direct  employment  efforts  of  this  increment  would  amount  to  25,000  jobs  (5.8  jobs  /  mil  $  of 
output)  directly,  and  88,000  jobs  throughout  the  economy.  The  GSP  effect  of  such  an  increase 
would  amount  to  $6.7  billion  annually,  a  1.1%  increase  in  GSP.  These  impact  estimates  also 
approximate  the  expected  decrease  in  Texas  economic  contribution  from  oil  and  gas  industry 
production  that  will  occur  over  the  decade  of  the  1 990s  under  current  trends. 

The  likelihood  is  that  additional  production  of  Texas  oil  and  gas  from  advanced 
technologies  will  only  happen  because  of  increased  efficiencies  and/or  public  sector  help  through 
favorable  tax  treatment  for  R&D  and  enhanced  recovery  investments.  The  world  oil  price  is  not 
likely  to  rise  significantly  in  the  foreseeable  future. 

Senator  Dominci's  proposed  tax  revisions  of  a  few  years  back  would  no  doubt  make  a 
difference.  The  provisions  of  that  bill,  along  with  proposed  additional  coverage  of  advanced 
technologies,  were  estimated  to  amount  to  about  $4/bbl  of  oil  for  enhanced  recovery  technology- 
based  production  from  new  reserves.  My  own  estimates  of  the  effects  of  that  legislation  were  that 
U.S.  production  of  crude  oil  could  be  held  at  about  6.0  mmbd  for  the  period  of  2000  and  beyond 
for  a  decade  or  so."*  The  additional  production  effects  for  crude  oil  alone  were  estimated  to 
contribute  0.35  mmbd  of  additional  U.S.  production  lasting  a  decade  or  more  (see  Exhibit  6). 
One  could  think  of  this  legislation  as  a  one-third/two-thirds  public/private  sector  investment  in 
the  formation  of  additional  U.S.  oil  reserves.  Whether  the  public  investment  would  be  repaid  by 
the  outcome  depends  on  one's  view  of  the  marginal  net  benefits  of  decreased  U.S.  oil  imports. 
The  success  of  the  Gulf  War  of  1990  would  lead  one  to  believe  that  national  security  risks  of  an 
increment  of  U.S.  oil  imports  is  non-existent,  or  insignificant.  However,  this  was  one  experience 
of  a  successful  U.S.  military  intervention  to  secure  world  oil  supply.  Other  interventions  may  be 
more  costly. 

The  most  likely  way  for  these  additional  resources  to  come  to  market  in  the  current 
economic  climate  is  through  increased  efficiencies  and  the  opening  of  additional  public  lands  to 
exploration.  Examples  of  increased  efficiencies  come  through  highly  efficient  application  of 


*  Holloway,  Milton  L.,  "An  Economic  Analysis  of  the  Enhanced  Oil  and  Gas  Recovery  Tax  Act  of  1989  (S.828)," 
The  Bureau  of  Economic  Geology  and  The  University  of  Texas  at  Austin,  August,  1990. 
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technology  and  industry  knowledge,  such  as  that  ascribed  to  Union  Pacific  Resources  Group 
(UPRG)  as  reported  in  the  recent  issue  of  The  Wall  Street  Journal.'  UPRG  has  been  the  most 
aggressive  U.S.  firm  using  horizontal  drilling  technologies  to  tap  the  unusual  deposits  of  oil  and 
gas  in  the  Austin  Chalk.  This  company  is  not  following  the  trends  of  focusing  on  foreign 
resource  development  and  is  currently  earning  a  return  on  investment  that  is  twice  the  industry 
average.  UPRG  reports  a  10%  return  on  investment  compared  to  4%  for  the  industry  average. 

The  very  recent  experience  of  major  U.S.  companies  in  U.S.  oil  and  gas  enterprises  is  not 
encouraging.  The  DOE  survey  of  companies  in  their  Financial  Reporting  System  (FRS 
Companies)  shows  that  return  on  investment  fell  to  long  term  lows  of  less  than  5%  (Net  Income 
to  Stockholder's  Equity)  in  1992. 

In  summary,  the  value  of  the  oil  and  gas  industry  to  the  Texas  economy  is  certainly  less 
than  it  has  been  historically.  However,  the  current  oil  and  gas  resource  contribution  to  the 
economy  of  Texas  should  be  put  in  historical  perspective  with  the  period  prior  to  the  Arab 
Embargo,  rather  than  the  abnormal  period  following  the  two  world  oil  crises.  The  industry  is  still 
quite  important  to  the  state's  economy,  and  there  are  favorable  prospects  for  highly  efficient 
incremental  production  that  will  slow  the  long  term  decline.  Each  additional  billion  dollars  of  oil 
and  gas  production  will  contribute  20,000  jobs  in  the  Texas  economy.  Public  policy  debates  need 
to  focus  on  encouraging  increased  efficiencies  of  finding  and  producing  these  economic  reserves. 
Public  policy  needs  to  be  supportive  by  providing  access  to  restricted  lands,  funding  R&D  and 
maintaining  balanced  tax  policy  relative  to  other  economic  investments. 


'  Peter  Fritsch,  "Home  Alone:  A  Union  Pacific  Unit  Prospers  by  Drilling  Lots  of  Domestic  Wells,"  The  Wall  Street 
Journal  23  Jan.  1996:  Al. 


93 


re 


LU 


03  > 

-  O 

H 

Q<    < 

-  Q. 
"D  CO 
O  O 
Q.  CO 
—  < 
>-  X 

a:  ^ 

V)    LJ- 

D  O 

G    LU 

5^ 

_l  I 


0. 
CO 

o 


o 

CO 

CM 

CO                     OJ 

23-712  0-96-4 


94 


oinT-T-oCT)<NT-Tro3mcO'«-nh~nooTroor--r-o 
cocoinocD'TOTt^io^-rocciOTCNOoaic^TroocNtO'^ 
CNtDCNmoa>cN05CNcOLnLnTririot^'r-i-OT-'>q-r--T- 
cnT  cd"  lo"  o  h^  o  oo'  TT  ^~"  oo"  in  n"  in  -f'  o'  r~-'  o'  t-"  ^r  cn  m'  co"  t-" 
<n-rTin(Of--c^cn-^inoocoaooT-cj)cor-c\ic-)n-rfin>~- 


cooocM005CT)OcoT-Trcr)ooooh~Lnoot--cDr^ma)CNj 
r^cvjT-oir3a)a3ir)OCMr~--^mt^a50coc7)Lnnr\jOLn 
inor^''—  cDcDcocimroaiirjLfjOT-^ooco-r-'— cD'-roo) 
r^  T-"  cnT  co"  cNi  CD  00  T-"  oo"  ^r  LO  c^  CO  oo  ■^"  u^  CD  CO  05  OT  CD  oo  r^ 
rOTrinLncDCDCDr^ooocnooooi^inmcocDcoiOLnknin 

cDa>ir>OT-oooh~oooT-T-cDLn(T)cj)Trcj)n(j)CDrr'^ 

-  T-ooTrr~tncNjooT-t~^'^ro<35t^T-r^cDi^O'<--<-'<- 

cDOCDLOoocDco'^T-cDLncor-cocnOTmr^nooo 

tt  in"  lo"  CD  r^"  oo"  oo'  ai  cn"  o"  co"  h-"  r^"  lo'  tt"  uo"  cd"  co  co  co  co  co 


r-TroLOCJ)h~or^Cj3LnT-cNcot^oonococDoocDi^ 

roinr^ooinifii^cN'^'^i^'-'^i^fOT-T— cOTrojincN 

cocncooooot^-^co^~-ocoi— cNiinmcDcoooio-^fo 

"  in"  Tf"  in"  r--"  h-"  r-"  o"  eo'  oi  ^-"  a>  co"  r~-'  oo"  r^"  cm"  -r-"  cn  •<-' ,-"  t-"  •r-' 


cDT-cO'^ocor-'O-^coooco-^oo-^-^cDominT-o 

i-mmc3iOT-h~tnc5>Ln'<-m^rcMr-ocoi^OTj-'<-cD 

CD  CM  C35  cj)  c\i_  r-_  cn  cD_  03  cj)_  CN  -"J-  r-._  in  ^t  cx>_  r~-_  ^^_  r-_  co_  oo  in 

"  oo"  O)"  ctT  T-'  cm"  T-"  o'  cd"  cd"  oo"  cn"  cn"  oo"  ai  cm'  cd'  cd"  in  cm'  cm'  c^j"  cn 


>\ 


r~-cMinc350CM(3)'^'^'»-oocMincDO)cn'^or~-inoo 
inor^-cor^-inr^fOCDOT-inCTiT-cNcoooinr^cDrM 
—  kN  -r-  in  in  o  cN  c>{  CO  cn  CD  CO  r~_  TT  00  CO  cn  CD  05  CM  r--  CO  o 
7  |o'  cm'  co'  ■<r'  r~-"  cd"  •r-"  t-'  o'  cm"  co"  oo"  o"  m"  •r-'  o"  o"  h-'  ■^  oo"  co"  oo" 

CMCOrOCOCO'<a''^CDt--COmCDincOCOCOCNCOCMCMCM' 


CNCO'^inCOh-COCDOT-CMCOTj-inCDI^OOCDOT-CvICO-"^ 

t^i>».t~~i^r--i^r^h~oooooooooooooooooooocDCDCDCDCD 

CDcncDO)C35CDCnc3)CDcnCDcnCDcnCD03CDCD(J)CDCDCDCD 


95 


coinr>.o)cq-^-^05c\jcqr^cvit~^oot^ioc\jc\ioocj)0(D'* 
cvJaiodcvi<NTft^'cda3(X)aiT-^i>^cdcTi(N<da3cr>'<to6-r-^o 
oDcOLncoeoococD'^N.CDCDcoinmi-Kcooir^cDcO'^ 
00  '-_  CO  ^_  CD  CT)_  c\i_  in  CX3  -r-^  eg  1-  TT  CD  in  in  CO  00  o  ■•-  cvj  ^ 
CD  •^"  Tt  ■<a-"  rr  ■^"  in"  in  in"  co"  co*  cd"  co"  co"  co"  co"  co"  cd"  h<."  N-"  r^"  n-"  n." 


■«tcocr)o-r-;Oc\jcocoini-;TfcDcr>'^oeoc\j'^cO'^coo 
■r^c\i-^'*cj>inodcoodcDC>cDNi-^c\JT-^cdN-'adcDcdodco 
cO'^cococj)c\iinoocMOOC\iCNj-^'<a-T-'.-0'-c\ji-oo 
c\jcvjc\jc\jc\jcococ»3Ttinin'>*^-<a-cocococ»3coc«3cncnco 


cvjc\i-^o)in'^cj5'r-cni--cqoq-^incDinTro-<*--'-050-<t 
■t-'r^-^'adcoo)odc»3CT)c\ic\i'S-C3^h--r^CTi'r^inod-^cor^ 
ino505i^oor^OT-T-r^cDcocD'^'>-oincot>-.^inr^cr) 
CD_  00  o  •^_  CO  in  05  cj  ■<t  co_  i^_  f^  o  cvj  c\j  cvj  CD  in  r-  CO  O)  •--  •^ 
co"  co"  •*"  ■^"  "a-"  ■^"  ■^"  in  in"  in"  in"  in"  co"  co"  co"  co"  co"  co"  co"  co"  co"  K  r-* 


cjcor^o>cDcDO)cocoi^i-0)oO'-0'<ttncoooinco<oco 


C35COO)000)COCOTroOCOOOC3>OiOOCOCOOOCVjr~C\JCDin 

i^h^'odcDc\icococ\Jcbcd(N'cd-r-^r^'^c\ia)oda)0<3a)cj) 

COCOCO<3-'>^'^-^'a--^'<J-'<a--<3--<a-COCOCOC\JC\iCMCOCOC\JC\i 


ooo->*'-;h.cqcoino-^qcqco^qcqoph-;p<»'^c\jin 

^ihr>-.'odT-^inodcTi-r^coc\ih-'i^odin'<tt^cD'^r>-'cdcdTt 

cococot^r^i^i^oooooor-t^r^i^r~i^oooooooocooo 


incvjcoc\jo5cor*».cor>.'-^cvici)0-r-;-r-inc\jo>'<th>;C\jqr«; 
coaJcvicocjicncvicO'T^cDcocoaicjiirii-^'^cocjicJcbcdcvi 
oocNjcocotnooo'toiOcocDinooocoh^f^oor^coco 

T-^^T-T-T-CVJCgcVICOCMCMCViCMT-T-T-T-T-T-i-^ 


CMcO'^incor^oocnO'-oacoTfincot^oocwO'-cjco'^l 

|s.i^|>s.t>^|s.|>^|v.|>^CDQ0COCO0O00000O000OC3»CJ>C35O5   Oii 
<3>0>C3)0>050505050)C3)0505050)050>0>030>C3)05C3)   Olfl 


96 


dSO  uo!||!i^  $ 


z 
g 

I- 

Q.  o 

is 

o  o> 
o  T 


>< 
o^ 

CC  LU 

UJ  t- 
z  z 
uj- 

>  o 

QC  P 
S^ 

S  Q 

oc  o 

Q.  OC 

.  Q. 

5< 

X 
K 
UJ 


CO  "* 

onaai/Mi/M 


97 


t^   LO   -<a-  C»3  CD  CM 


CO  O   CO  O  CO  CO 

tD  (J)  -^  -v  m  o 

t^  If)   -ri   -rr   -rt  Tt 


=      o  o  o  o  o  o 
< 

3 


Q  QC 
CO 

08 


000000 


000000 


:0 


HI 

§0 

cr. 
o 


■<3-   CO   C\i   1-  T-   1- 


<  < 

QC  CD 


CO  OJ  1-  '-  »-  o 


S 

o 

z 
< 

> 

Q 
< 

>■ 

a! 

Q. 
CO 


5 

—        000000 

< 

QC 

3 


a:  o  o  cvj  '3-  r^  1- 
<  o  o  o  o  O  '- 

-J  C3  CD  CD  CD  CD  d 

o 

CO 

08 


000000 


_J  •^  CO  CO  CO  ■*  (^ 
p;  O  T-  CVJ   ^   O  00 

^  Tt  CO  cj  c\i  cvi  ^ 


— lODO'^coincoco 
<<-^-<s-oor>-cD'<t 
QCococJT-^i-^'T^'-^ 

Z 


000000 

CO  O)  O  •^  CM 
0)0)0)000 
T-  ^  f-  CM  CM  CM 


QC  O  O  O  O  O  O 

5  1^  CO  C7)  O  •>-  CM 

I ii  O)  O)  0>  O  O  O 

^  T-  -r-  1-  CM  CM  CM 


98 


3000 


EXHIBIT  6 

Additions  to  Production  from  Additions  to  Reserves  With  S.82£ 
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Trends  in  Oil  and  Gas  Employment  Among  America's  Oil  Cities 

I  would  like  to  thank  Mr.  Don  Young,  Chairman  of  the  Committee  on  Resources,  and 
Mr.  Ken  Calvert,  Chairman  of  the  Subcommittee  on  Energy  and  Mineral  Resources,  for  this 
opportunity  to  submit  testimony  on  the  employment  implications  of  declining  U.S.  oil  and  gas 
production.  I  must  state  that  the  views  expressed  are  strictly  my  own,  based  on  my  experience 
and  research  as  a  professional  economist,  and  they  do  not  necessarily  reflect  the  views  of  the 
Federal  Reserve  Bank  of  Dallas,  the  Federal  Reserve  System  or  its  Board  of  Governors. 

As  a  Houston-based  regional  economist  employed  by  the  Federal  Reserve,  I  have 
developed  a  strong  interest  in  the  relationship  between  oil  and  gas  and  the  economy  of  the  Texas 
and  Louisiana  Gulf  Coast.  Despite  the  problems  of  the  oil  and  gas  industry  in  recent  years, 
energy  remains  a  powerful  economic  force  in  this  region.  The  vast  petrochemical  and  refining 
belt  that  runs  from  Corpus  Chnsti,  through  Victoria,  Brazoria,  Houston,  Beaumont,  Lake  Charles, 
Baton  Rouge,  and  into  New  Orleans  is  one  of  our  nation's  most  important  industrial  assets.  The 
Gulf  of  Mexico  has  recently  emerged  as  the  nation's  most  active  basin  for  oil  and  gas  exploration. 
Houston  remains  the  world's  center  for  new  energy  technology  and  engineering.  Most  estimates 
continue  to  place  the  energy  dependence  of  Houston's  economy  at  about  60  percent  of  its 
economic  base. 

Table  1  shows  the  well-known  and  dramatic  decline  in  employment  in  U.S.  oil  and 
natural  gas  production  and  exploration  since  1981,  as  industry  employment  fell  54.5  percent 
between  1981  and  1994  Much  of  this  decline,  in  retrospect,  resulted  from  errors  of  judgment 
made  in  the  1970s  about  global  oil  and  gas  markets  Errors  were  made  by  OPEC  as  it  drove 
pnces  to  unsustainable  levels,  and  as  it  under-estimated  consumer  conservation  and  the  potential 
development  of  non-OPEC  oil  basins.  Also,  much  United  States  foreign  and  domestic  policy  was 
predicated  on  the  notion  that  the  US  would  run  out  of  oil  by  the  turn  of  the  century,  and  price 
controls  delayed  the  market's  response  to  OPEC  price  mcreases.  Between  1981  and  1987  we 
reversed  a  build-up  in  the  oil  industry  that  must  be  blamed  on  a  series  of  policy  errors  made 
during  the  previous  decade. 

However,  as  oil  and  natural  gas  prices  have  stabilized  since  1987,  domestic  employment 
in  oil  and  natural  gas  has  continued  to  decline.  Downward  pressure  continues  on  oil-related  jobs, 
and  since  1987  Table  1  indicates  an  18  8  percent  decline  in  domestic  production,  a  14.6  percent 
fall  in  oil  services,  and  a  1.1  percent  increase  in  oil  and  gas  machinery.  Combined  employment 
in  these  mdustnes  fell  15.2  percent  from  1987  to  1994 

I  would  like  to  focus  my  remarks  on  the  post- 1987  penod,  and  on  the  reasons  for  recant 
job  decline.  I  would  also  like  to  focus  on  the  growing  share  of  urban  jobs  associated  with  the 
oil  industry,  located  in  cities  such  as  Houston,  Tulsa,  Midland,  and  New  Orleans.  In  1981, 
according  to  the  Bureau  of  Economic  .Analysis,  72  percent  of  the  wages,  salaries,  and  employer- 
paid  benefits  associated  with  oil  and  gas  production  and  services  came  from  U.S.  metropolitan 
areas.    By  1993,  this  figure  grew  to  77.3  percent  of  oil  industry  payrolls.    The 


101 


growing  share  of  earnings  reflects  both  higher  pay  scales  and  an  increasing  percentage  of  oil  jobs 
shifting  to  the  city.  Employment  trends  are  difficult  to  track  by  metropolitan  area  or  by  region, 
but  I  will  offer  figures  that  illustrate  the  growing  concentration  of  urban  jobs  in  the  oil  industry. 
This  shift  results  from  basic  trends  in  oil  technology  and  industry-wide  cost  reduction. 

Trends  Shaping  the  Industry 

Employment  levels  in  domestic  oil  and  gas  are  being  shaped  by  a  number  of  factors. 

--  Oil  and  natural  gas  prices  remain  low  compared  to  a  decade  ago.  OPECs  canel  pricing 
now  recognizes  oil-on-oil  competition  from  new  basins  around  the  world,  and  its  pricing  remains 
low  enough  to  discourage  further  exploration.  Domestic  revenues  for  producers  are  constrained 
by  oil  pnces  near  $15  per  barrel  and  natural  gas  prices  under  $2  per  thousand  cubic  feet.  This 
in  turn  places  downward  pressure  on  wages  and  total  employment. 

—  Volatility  of  energy  prices  in  recent  years  has  played  a  role  in  resn-ainmg  industry  job 
growth.  For  decades  the  pnce  of  oil  and  gas  was  highly  stable.  v.nth  oil  pnces  controlled  by  the 
Texas  Railroad  Commission  or  OPEC.  Stability  was  the  norm,  vn\h  occasional  price  spikes 
caused  by  refinery  strikes  or  OPEC  price  increases.  Since  1987,  and  despite  OPECs  best  efforts, 
prices  now  fluctuate  often  and  widely 

Volatility  restrains  activity  if  producers  are  adverse  to  price  risk,  or  it  raises  the  cost  of 
business  as  producers  hedge  against  this  risk.  More  important,  however,  i;  now  shapes  every  oil 
company  by  forcing  it  to  reduce  fixed  cost.  It  is  now  imponant  to  be  able  to  quickly  expand  and 
contract  the  level  of  activity  in  response  to  energy  pnce  changes.  In  panicular,  nsk  is  shifted 
to  temporarv'  employees  and  contractors,  and  fewer  workers  are  hired  directly  by  the  oil  or  gas 
company.  Outside  suppliers  of  accounting,  legal,  janitonal  and  other  services,  in  turn,  can  spread 
this  oil-based  risk  by  having  clients  in  other,  non-oil  industnes. 

—  In  the  1990s,  many  of  the  nation's  largest  producers  shifted  their  emphasis  away  from 
domestic  operations,  and  moved  exploration  overseas.  Increasingly,  the  US.  on-shore  is 
perceived  as  drilled  out,  and  offshore  opportunities  are  confined  to  the  western  Gulf  of  Mexico. 
Large  companies  in  need  of  large  quantities  of  oil  to  replace  their  current  inventory  of  reserves 
have  turned  attention  elsewhere.  Among  the  large  integrated  producers,  in  particular, 
restructunng  and  downsi23ng  of  staff  associated  with  domestic  oil  production  was  a  hallmark  of 
the  early  1990's. 

The  net  employment  impact  of  overseas  exploration  is  difficult  to  gauge  Certainly,  the 
best  management  and  technical  skills  are  retained  by  integrated  companies,  and  perhaps  kept  at 
headquarters  even  as  they  are  reassigned  to  foreign  projects.    In  contrast,  the  sale  of 
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numerous  domestic  properties  has  opened  opponunines  for  mdependents  veiling  to  purchase  and 
exploit  them  In  recent  years,  new  technologies  greatly  improved  the  economics  of  developing 
reserves  in  mature  fields  such  as  those  in  the  United  States.  As  Table  2  shows,  the  share  of 
overhead  and  management  workers  in  oil  production  (data  which  include  most  of  the  industry's 
integrated  headquarters)  fell  steadily  throughout  the  oil  bust,  but  the  mix  of  production  and 
nonproduction  workers  has  stabilized  at  a  50-50  mix  since  1987. 

—  Finally,  improved  management  and  technolog>'  is  reshaping  the  industry.  Important  new 
tools,  such  as  3-dimensiona]  seismic  and  continuous  downhole  measurement  have  lowered  cost, 
reduced  risk  and  reduced  the  number  of  wells  drilled  to  replace  reserves.  At  the  same  time  new 
technologies  have  widened  the  range  of  prospects  a\ailable  to  the  industrv-  The  current  interest 
in  the  Gulf  of  Mexico,  for  example,  both  in  deep  water  and  in  the  subsalt  regions,  is  largely  a 
product  of  technology 

Figure  1  shows  that  indusny  wages  have  been  nsing  steadily  relative  to  the  price  of  oil, 
implying  strong  productivity  gains  in  the  oil  indusrr--  since  1985.  The  gains  would  look  even 
stronger  relative  to  the  price  of  natural  gas  Technology  has  played  a  major  role  in  improving 
oil  industry  productivity. 

Technology  is  felt  most  directly  within  the  oil  service  segment  of  the  industry.  The 
industry's  mix  of  technical  and  — .anagement  workers  has  nsen  in  recent  years,  as  the  share  of 
production  worker  jobs  has  slo\v:y  fallen  since  198"  from  81.2  to  79  9  percent.  Between  1981 
and  1987,  in  contrast,  the  share  of  production  workers  m  oil  ser%ices  fell  very  quickly  (See  Table 
2.)  Despite  dov.T.sizing  and  restr.cniring  of  white-cc'lar  employment  throughout  the  oil  industry, 
new  technology  --  and  :he  demands  it  makes  for  employees  able  to  manage  and  to  apply  it  --  is 
keeping  this  segment  of  the  industry-  relatively  heaithy. 

Shift  of  Jobs  to  Cities 

An  important  n^end  has  been  the  shift  in  oil-related  jobs  into  the  cities,  particularly  into 
Houston.  To  look  at  this  transfer  of  jobs  to  urban  areas,  I  selected  27  cities  with  a  significant 
concentration  of  oil-based  empioyment  in  the  19Sjs.  The  cities  were  chosen  from  annual 
headquarters  listings  of  public  companies  from  the  Oil  and  Gas  Journal,  corporate  listings  of 
Standard  and  Poor,  and  from  cir.es  with  a  concentrancn  of  oil  service  or  machinery  employment. 
The  list  includes  the  traditional  oil  cities  such  as  Houston,  Lafayette,  Bakersfield  and  Midland, 
plus  corporate  and  financial  centers  such  as  New  York,  Chicago  and  Los  Angeles. 

By  1993,  these  27  cities  were  home  to  45.9  percent  of  U.S.  oil-related  jobs,  an  increase 
from  42.1  percent  in  1987.  These  figures  (assembled  from  County  Business  Pattern  data,  and 
using  slightly  different  definitions  from  Table  1)  show  an  overall  U.S.  decline  of  18.7  percent 
in  the  upstream  oil  sectors  from  1987  to  1993,  while  empioyment  among  the  27  oil  cities  fell 
only  1 1.5  percent. 
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The  top  five  cities  and  their  employment  are  listed  in  Table  3.  The  top  five  cities  in 
employment  were  unchanged  from  1987,  although  they  fared  differently  throughout  the  1987-93 
period.  Houston  added  4,600  jobs  after  1987,  and  its  share  of  employment  among  the  27  oil 
cities  jumped  from  28  5  percent  to  35  percent.  Tulsa  and  Dallas  lost  jobs,  but  held  on  to 
employment  better  than  the  typical  oil  city.  Midland  and  New  Orleans  both  fared  worse  than 
average. 

Our  preliminary  examination  of  the  location  of  urban  oil  jobs  shows  that  oil  companies 
increasingly  want  access  to  skilled  labor  and  to  specialized  oil  industr>'  suppliers.  Access  to  the 
oil  fields  IS  not  a  factor  for  these  city-based  oil  jobs,  and  oil  companies  are  willing  to  pay  a 
premium  in  wages  to  be  in  these  cities.  The  best  predictor  of  where  a  producer  or  headquarter 
facility  will  locate  is  the  number  of  other  producers  or  headquaners  already  in  the  city.  Service 
companies  similarly  seek  other  service  companies,  plus  they  want  access  to  their  customers  in 
corporate  headquarters. 

This  location  pattern  is  a  textbook  case  of  urban  industrial  clustering.  It  is  a  pattern 
v^ndely  observed  in  many  other  industnes,  especially  high  technology-,  where  specialized  skills 
and  inputs  are  required.  It  is  surprising  in  the  context  of  oil  only  because  we  think  of  it  as  a 
resource-based  industry.  For  the  urban  component  at  least,  the  direct  ties  to  resources  are  being 
broken.  Improved  communications  and  deeper  regional  financial  markets  make  this  possible,  but 
the  key  factor  building  these  urban  clusters  is  the  oil  industry's  grov»ang  need  for  technology  and 
specialized  skills 

These  clusters  also  make  it  more  difficult  to  track  the  employment  effects  of  oil.  The 
growing  industry-  reliance  on  outside  suppliers  and  temporary-  help  was  discussed  above  As  more 
work  is  outsourced,  we  find  the  influence  of  regional  oil  increasingly  spread  through  other 
industries  -  accounting,  construction,  legal  ser\-ices,  etc.  These  trends  are  not  unique  to  oil,  but 
the  power  of  the  forces  driving  outsourcing  in  this  industry  --  price  decline,  pnce  volatility,  new 
technology  —  may  make  it  more  widespread  than  other  industnes. 

Consider  Figure  2,  for  example.  The  chart  shows  the  change  in  recent  years  in  oil-based 
employment  in  Houston.  The  top  lines  show  recent  growth  in  oil  services  and  machinery  in  the 
city,  as  these  industries  expanded  4  3  percent  and  7.1  percent  respectively  in  1995.  The  bottom 
line  shows  a  continued  decline  throughout  1995  in  the  large  base  of  producer  and  headquarter 
employment  in  Houston.  The  integrated  oil  companies  make  up  a  significant  pan  of  the  jobs  in 
this  producer  sector,  and  profits  were  very  strong  for  these  companies  last  year.  The  fVall  Street 
JoumaPs  list  of  integrated  companies,  for  example,  showed  that  profits  doubled  in  the  second 
quarter  of  1995  compared  to  the  year  before.  Yet  direct  employment  remains  flat.  We  know 
little  about  the  practical  effects  of  outsourcing,  consultants,  temporary  help  and  other  employment 
innovations  on  the  oil  industry,  but  they  surely  play  a  significant  role  in  the  poor  job  performance 
as  charted  in  Figure  2. 
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Conclusions 

-■  Since  1987,  we  have  seen  most  segments  of  the  American  oil  industry  stabilize  and  return 
to  fmancial  health.    Technology  in  Amencan  oil  services  remains  the  envy  of  the  world.    Oil 
services  and  machinery,  combined  with  the  operations  of  U.S.  integrated 
companies,  give  US  oil  a  global  reach. 

Demesne  employment,  or  even  its  prospects  for  future  growth,  is  not  always  the  best 
indicator  of  the  health  of  an  industry'  Restructuring,  downsizing,  outsourcing  and  international 
operanons  can  be  expected  to  remain  as  pan  of  the  oil  industry's  future  However,  the  same  can 
be  said  of  US  manufactunng  as  well.  Measured  on  a  net  basis,  the  world-class  U.S.  factory 
system  is  not  expected  to  ever  create  more  U.S.  employment.  This  is  not  because  anything  is 
wrong  with  manufactunng  On  the  contrary,  jobs  are  lost  to  high  productivit\'  trends  that  sustain 
growing  output  with  no  new  jobs    Technolog>'  similarly  shapes  US  oil  and  gas. 

—  The  growing  knowledge-based  segments  of  American  oil,  in  headquarters  and  research 
facilities,  connnues  to  grow  as  a  share  of  US  oil  employment  Classic  industrial  clustering, 
along  lines  widely  seen  in  knowledge-based  high-tech  industries,  continues  to  build  this  important 
urban  segment  of  Amencan  oil  Firms  seeking  these  clusters  are  willing  to  abandon  the  oil  fields 
and  financial  markets  in  return  for  specialized  industry  skills,  knowledge  and  suppliers.  Houston 
has  been  the  chief  beneficiary  of  this  trend,  and  continued  clustering  in  Houston  and  in  other 
cities  IS  likely 

—  Finally,  as  these  urban  clusters  of  oil  employment  grow,  we  know  less  2nd  less  about 
the  impact  of  oil  on  regional  and  national  economies.  Outsourcing,  contractor  employees, 
temporan'  employees  and  consultants  all  provide  exceptions  to  the  direct  employment  measures 
available  to  us  through  routine  data  collection  I  hesitate  at  this  point,  as  a  data  consumer  and 
not  a  data  producer,  to  recommend  further  data  collection.  I  do  know,  however,  that  we  need 
to  know  more  about  the  fundamental  employment  trends  now  shaping  labor  markets  If  the  data 
collection  process  is  supposed  to  guide  policy  at  some  point,  we  need  to  supplement  the  current 
knowledge  base.  Special  studies  of  the  employment  impact  of  recent  labor  trends  would  be  an 
invaluable  start.  For  all  of  the  reasons  discussed  above,  the  US  oil  industrv-  would  provide  an 
excellent  case  study. 
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Table  1. 

Employment  in  Oil  and  Gas  Production,  Services  and  Machinery 
(Thousands  of  Jobs) 


Year 

Production 

Services 

Machinery 

Total 

1973 

135.6 

134.6 

45.4 

315.6 

1981 

254.3 

430.2 

122.3 

806.8 

1987 

199.4 

197.0 

36.4 

432.8 

1994 

161.9 

168.3 

36.8 

367.0 

Source:    Bureau  of  Labor  Statistics,  Employment  and  Earnings 


Year 
1981 


Table  2. 

Share  of  Production  Workers  m  Total  Oil  Employment 
(Percent) 


Production 

43.7 


Services 
86.0 


Machinery 
69.5 


1987 


48.6 


81.2 


58.5 


1994 


49.6 


79.9 


66.5 


City 

Houston 

Dallas 

Tulsa 

Midland 

New  Orleans    2,074 


11.374 
4,243 

2,533 
3,001 


Other  22 
Cities 


16,390 


Table  3. 

Employment  in  Major  US  Oil  Cities 
(Number  of  Jobs) 


Producers        Services 


13,900 
3,902 

1,297 
4,813 

2,929 


21,781 


Machinery       Headquarters 


2,735 
1,205 
350 
353 


3,271 


23.966 

6,291 

4,421 

2,125 

3,459 


20,909 


Total 


61,649 


Note:    Parts  may  not  add  to  total  due  to  estimates  where  nondisclosures  occur. 
Source:  US  Bureau  of  the  Census,  Counn  Business  Patterns 


Percent 


57,628 

35.1 

16,979 

10.3 

9,747 

5.9 

9,590 

5.6 

9,136 

5.6 

37.5 
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Testimony 

by 

Carole  Keeton  Rylander,  Chairman,  Railroad  Commission  of  Texas 

before  the 

Committee  on  Resources 

U.S.  House  of  Representatives 

February  2,  1996 


Chairman  Young  and  Honorable  Members  of  the  Committee,  I  am  Carole  Keeton 
Rylander,  Chairman  of  the  Texas  Railroad  Commission,  and  it  is  a  privilege  to  speak  before  you 
today.  I'm  a  believer  in  energy  independence.  I'm  a  believer  in  a  strong  national  defense.  I'm 
concerned  when  for  the  first  time  in  history  last  year  we  imported  over  50%  of  our  crude.  I  don't 
want  us  to  be  held  hostage  by  Iraq  or  Iran  or  any  of  the  ayatollahs.  I  want  to  back  out  that 
foreign  crude  with  our  Texas  oil  and  natural  gas  -  it's  available,  its  affordable,  it's  acceptable, 
and  it's  American. 

I  want  to  address  the  status  of  the  oil  and  gas  industry  in  Texas.  Sometimes,  as  events 
rush  by,  our  vision  is  blurred  by  the  speed  of  change.  This  lack  of  focus  may  make  us  believe 
that  we  can  talk  about  the  status  of  the  oil  and  gas  industry  without  talking  about  the  economic 
status  of  Texas.  To  give  you  my  clearest  picture  of  the  oil  and  gas  industry,  and  I  want  to  paint  it 
as  clearly  as  I  can,  this  means  discussing  the  recent  economic  recession  in  Texas.  I  could  tell  you 
that  we  have  80.000  wells  that  have  stopped  producing.  I  could  tell  you  that  we  have  another 
90,000  wells  that  produce  less  than  three  barrels  of  oil  a  day,  or  that  our  average  production  is 
less  than  8  barrels  a  day,  but  you  will  hear  numbers  like  this  from  many  people. 

Every  year  from  1980  until  1986,  the  oil  and  gas  industry  added  over  $100  billion  a  year 
to  the  Texas  economy.  In  the  best  year  since  1986  the  same  industry  put  only  $66  billion  into 
Texas.  What  happened?  In  1986,  the  price  of  oil  and  gas  collapsed,  falling  temporarily  to  a  low 
of  $9  a  barrel  from  over  $29  the  year  before.  This  price  collapse  has  pulled  almost  $400  billion 
from  the  economy  of  this  state  since  1986.  If  this  collapse  had  not  occurred,  figuratively 
speaking,  every  man,  woman  and  child  in  this  state  would  have  had  $20,000  more.  As  this 
money  vanished  from  the  expected  revenue  stream,  banks  began  to  collapse.  People  in  the 
financial  community  lost  jobs.  Real  estate  markets  began  to  contract,  and  real  estate  people  lost 
jobs.  Others  lost  their  homes.  So  much  money  was  pulled  from  the  tax  revenue  stream  in  Texas 
that  we  faced  a  crisis  in  financing  our  schools  that  the  Legislature  is  still  struggling  with  today. 
Property  taxes  escalated  dramatically  to  try  to  continue  to  educate  our  children,  and  more  people 
lost  their  homes.  The  lives  of  virtually  every  person  in  this  state  was  affected  by  this  recession, 
either  directly  or  indirectly.  And  it  was  caused  by  the  fall  of  a  single  domino,  the  collapse  of  oil 
and  gas  prices,  followed  by  the  downturn  in  the  oil  and  gas  industry  itself. 
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Now,  I  only  mention  these  things  to  attempt  to  clarify  to  you  the  importance  of  this 
industry  to  Texas.  But  this  is  also  important  to  you  in  your  leadership  positions.  Why? 
Remember  the  bank  collapse.  The  savings  and  loan  bailout  may  cost  taxpayers  $350  billion,  and 
you  are  the  ones  who  have  to  find  the  resources  to  fix  this.  And  the  contraction  in  revenue 
associated  with  the  oil  and  gas  collapse  was  a  major  force  in  the  bank  failures.  This  is  much 
more  than  a  regional  issue. 

The  Texas  Railroad  Commission  is  trying  to  help.  First,  we  have  just  undergone  the  most 
significant  reorganization  in  our  104-year  history.  We  are  modernizing  and  streamlining  our 
operations,  with  an  increased  emphasis  on  service  to  the  people  of  this  state. 

We  are  attempting  to  create  the  least  costly  regulatory  process  of  any  state.  Not  only  will 
this  help  preserve  marginal  wells,  and  increase  revenue  to  producers,  it  also  will  enable  Texas  to 
better  compete  for  investment  money,  since  the  costs  of  doing  business  would  be  reduced.  With 
the  decline  in  our  ability  to  produce  oil  from  any  given  well,  we  are  increasingly  focusing  on  this 
question:  do  we  need  the  same  kind  of  regulation?  Our  answer  is,  we  believe  that  we  may  be 
able  to  simplify  or  eliminate  much  of  our  current  oil  regulatory  program,  by  acknowledging  the 
decline  in  the  ability  of  our  wells  to  produce.  This  partial  deregulation  program,  that  I  fully 
support,  is  currently  being  considered  by  the  Railroad  Commission,  and  the  effect,  if 
implemented,  would  save  the  Commission  $300,000  a  year  in  reduced  costs,  and  save  the 
industry  over  $40,000,000  a  year  in  reduced  regulatory  compliance  costs.  The  savings  would 
come  from  reduced  tests  on  wells,  reduced  paperwork,  the  elimination  of  meaningless  production 
limitations,  and  so  on.  The  bottom  line  is  that  our  mechanisms  were  designed  to  protect  wells 
from  each  other  when  Texas  wells  could  make  over  a  thousand  banels  a  day.  Today  we  have 
90.000  wells  that  make  less  than  three  barrels  a  day,  and  we  no  longer  need  these  protections. 

But  most  important,  we  have  created  or  participated  in  a  number  of  incentive  programs.  1 
want  to  discuss  in  detail  one  very  successful  incentive  -  high-cost  gas  wells  ~  because  the 
Federal  govenunent  played  a  role  in  its  success.  Texas  began  to  waive  severance  tax  payments 
on  these  wells  in  1989,  and  in  1991  we  had  this  state  incentive  combined  with  a  Federal  tax 
credit  on  the  production  from  these  wells.  (See  Tables  1  and  2) 

The  gas  production  fit)m  wells  drilled  under  this  incentive  since  1989  is  worth  over  $22 
billion  to  the  economy  of  Texas.    We  have  had  7,938  high  cost  wells  drilled  under  this  program. 
The  value  of  drilling  the  wells  is  worth  another  $18  billion  to  the  economy  of  Texas  and  the 
nation.  While  we  have  averaged  1,100  gas  wells  a  year,  you  can  appreciate  the  cumulative 
impact  of  the  incentive  by  noting  that  only  143  wells  were  drilled  in  the  first  year,  followed  by 
5 1 6  in  the  second.  Then  the  Federal  program  started  and  ran  for  two  years.  During  the  joint 
incentive  3,316  wells  were  drilled.  There  was  a  decline  in  1993  with  the  end  of  the  Federal 
program.  But  then,  as  we  approached  the  end  of  the  first  state  program,  the  number  of  wells 
increased  again. 
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These  numbers  tell  a  simple,  straightfoi^ard  story:  economic  incentives  work.  And  let 
me  be  clear  that  they  work  for  everyone.  Last  year,  4%  of  ail  the  natural  gas  used  in  the  United 
States  came  from  these  7,938  wells.  We  can  estimate  that  these  wells  have  resulted  in  the 
payment  of  over  a  billion  dollars  in  state  and  local  taxes,  not  to  mention  the  substantial  Federal 
taxes  paid.  What  did  it  cost?  The  state  waived  $568,669,876  in  severance  taxes  on  these  wells, 
certainly  a  sizable  investment.  Is  this  corporate  welfare?  Absolutely  not.  There  is  a  difference 
in  allowing  someone  to  keep  money  they  make  rather  than  taking  it  away  from  one  entity  to  give 
it  to  another.  In  this  case,  Texas  invested  $568  million  to  create  $22  billion  in  wealth  for  the 
economy.  Just  remember  in  Texas  we  considered  investing  $500  million  in  the  Superconducting 
Super  Collider,  a  seemingly  wonderful  investment  because  it  would  add  $5  billion  to  the 
economy  of  Texas!  This  high-cost  gas  incentive  has  already  had  a  payback  four  times  larger 
than  the  Super  Collider,  had  it  been  completed. 

We  also  have  an  incentive  for  secondary  and  tertiary  recovery  projects  ~  and  expect  this 
to  add  more  than  $50  billion  to  the  economy.  We  have  an  incentive  for  inactive  wells  to  return  to 
production.  Over  6,000  wells  that  had  been  inactive  for  more  than  3  years  began  to  produce 
again.  The  economic  gain  is  estimated  to  be  $1 .6  billion  a  year.  We  had  an  incentive  for  new 
field  discoveries,  and  had  200  more  discoveries  than  in  the  base  year.  Net  economic  gain  is 
estimated  to  be  $1.5  billion  from  these  new  fields.  We  have  an  incentive  we  are  implementing  to 
keep  marginal  wells  from  being  plugged. 

There  is  much  more,  but  let's  focus  on  the  fiiture.  What  else  can  be  done?  We  need  to 
remove  severance  taxes  on  marginal  wells,  to  ensure  that  these  wells  produce  as  long  as  possible 
into  the  future.  Most  of  Texas  has  been  explored  for  oil  and  gas,  but  most  of  the  exploration  has 
been  relatively  shallow.  We  are  planning  to  develop  an  incentive  for  new  field  discoveries  that 
push  the  frontiers  of  exploration  deeper,  hopefiilly  providing  additional  targets  for  drilling. 

And  there  are  many  things  Congress  can  do.  You,  too,  should  take  action  to  protect 
marginal  wells  across  the  country.  Congress  should  support  the  development  of  advanced 
technology  to  help  recover  the  oil  and  gas  we  have  already  found.  This  known  resource  is  worth 
more  than  $6  trillion  in  Texas  alone.  And  you  must  encourage  through  incentives  the  continued 
exploration  of  the  United  States.  1  don't  know  if  these  are  best  accomplished  through  credits  or 
other  mechanisms,  but  I  do  know  that  you  should  ~  you  must  ~  act  soon.  The  domestic  energy 
industry  is  suffering  under  policies  of  benign  neglect.  In  the  past  decade  we  have  treated  beetles 
with  more  compassion  than  the  hard-working  men  and  women  in  the  oil  and  gas  industry. 

1  urge  you  to  adopt  policies  that  will  ensure  this  country's  energy  independence.  Texans 
understand  that  people  and  paychecks  and  jobs  must  take  priority  over  cave  beetles,  duck-billed 
flycatchers,  snail  darters,  short-nosed  sturgeon  eggs  and  Arkansas  river  shiners.  And  Mama  in 
PTA  meetings  understands  how  important  it  is  to  keep  the  rig  count  up  —  it  means  severance 
taxes  to  our  state,  ad  valorem  taxes  for  our  school  districts,  and  paychecks  and  jobs  for  our 
children  and  grandchildren  into  the  21st  Century.  Thank  you. 
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TABLE  1 

RESPONSE  TO  INCENTIVES 

Year 

Wells 
Ikilkd 

Cumulative  Production 
(MCn 

Combined  State  &  Federal  Incentive 

1989 

143 

222,476,113 

Combined  State  &  Federal  Incentive 

1990 

516 

519,874,950 

Combined  State  &  Federal  Incentive 

1991 

1,015 

800,953,324 

Combined  State  &  Federal  Incentive 

1992 

2,316 

1,476,399,860 

State  Incentive 

1993 

598 

348,467,354 

State  Incentive 

1994 

1,375 

531,758,166 

State  Incentive 

1995 

1,975 

312,439,686 

TOTAL 

7,938 

4,212,369,453 

TABLE  2 

ECONOMICS  OF  HIGH  COST  GAS  WELLS 

1.  Production  Values 

> 

Well  Head  Value  @  $1.80/MCF 

$7,582,265,015 

Economic  Value  Using  2.91  Multiplier 

$22,064,391,194 

Tax  Revenue  Gains 

Estimated  Sales  Tax  @  2%  of  Economic  Value 

$441,287,823 

Estimated  Local  Property  Tax  (Schools) 

$397,159,041 

Tax  Revenue  Losses 

Severance  Tax  Lost  Through  Incentive 

$568,669,876 

2.  Drilling  Values 

Cost  to  Drill  (7,938  x  $800,000/well) 

$6,350,400,000 

Economic  Value  Using  2.91  Multiplier 

$18,479,664,000 

Tax  Revenue  Gains 

Estimated  Sales  Tax  @  1%  of  Economic  Value 

$184,796,640 
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It  is  my  pleasure  today  to  represent  the  Oklahoma  Energy  Resources 
Board,  the  nation's  first  governmental  entity  created  specifically  to 
advance  the  dual  purposes  of  oil  emd  natural  gas-related  education  and 
environmental  restoration. 

The  OERB  was  created  by  the  Oklahoma  legislature  in  1992.  The 
enabling  statute  established  a  board  of  21  individuals  from  various 
segments  of  the  Oklahoma  exploration  and  production  industry.  I  am  one 
of  those  lay  persons. 

The  OERB  is  charged  with  oversight  of  an  assessment  of  two  cents 
per  barrel  of  crude  oil  produced  in  Oklahoma.  The  OERB  assessment  is 
mandatory  in  that  all  interest  owners,  including  independent  producers, 
major  companies  and  royalty  interest  owners,  contribute  their 
proportionate  share  of  the  two  cents  per  barrel  fee.  The  OERB  assessment 
is  not  a  tax,  per  se,  because  each  interest  owner  has  the  ability  to  apply  for  a 
refund  of  his  assessment  amount  during  a  90-day  "window"  between 
January  1  and  March  31  each  subsequent  year. 

In  calendar  year  1995,  the  OERB  fund  collected  a  total  of  about  $1.7 
million.  The  refunded  amount  for  last  year  was  less  than  $90,000,  or  less 
than  five  percent  (5%)  of  the  amount  assessed. 

Bottom  line,  last  year  the  OERB  spent  more  than  $750,000  on  energy 
education  and  slightly  more  than  that  amount  on  restoration  of 
abandoned  and  orphaned  oilfield  sites.  Early  results  are  extremely 
encouraging.  More  than  100  physical  sites  have  been  restored  and  twice 
that  many  projects  are  under  way.  According  to  our  research,  public 
understanding  of  the  role  of  the  oil  industry  in  Oklahoma's  economy  is 
being  significantly  impacted  by  our  multi-faceted  energy  educational 
program. 

The  OERB  program  is  a  good  example  of  public-private  partnering. 
It  is  also  a  classic  Ccise  of  privatization  of  a  previously  government- 
controlled  function.  Perhaps  the  most  unique  aspect  of  this  pilot  program 
is  that  the  OERB  operates  as  a  state  agency  with  no  employees.  All  OERB 
functions  —  environmental  restoration,  public  education  and  even  office 
administration  —  are  achieved  through  competitively  bid  sub-contracts 
with  the  private  sector.  Consequently,  OERB  administrative  costs  are  only 
seven  percent  (7%). 
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I  believe  the  OERB  model  should  be  utilized  by  Congress  to  create  a 
national  oil  and  natural  gas  "checkoff"  program  for  both  educational  and 
environmental  restoration  purposes.  It  is  my  understanding  that  the 
Independent  Petroleum  Association  of  America  (IPAA)  is  presently 
organizing  a  consortium  of  oil  and  gas  industry  organizations  in  an 
attempt  to  build  the  necessary  consensus  to  bring  such  a  measure  before 
the  Congress  in  1996. 

I  am  proud  to  have  served  as  one  of  the  founders,  and  the  current 
chair,  of  this  innovative  program.  I  am  one  of  those  independent  oil  and 
gas  producers  whose  two  cents  a  barrel  is  being  utilized  to  change  the 
landscape  --  both  literally  and  figuratively  --  of  the  public  perception  of  the 
domestic  oil  industry  in  Oklahoma.  I  am  proud  to  be  from  Oklahoma, 
where  our  public  policy  makers  are  unafraid  and  unashamed  to  support 
issues  that  enhance  the  opportunity  for  oil  and  natural  gas  exploration 
and  production  to  survive. 

The  creation  of  the  OERB  is  but  one  example  of  the  proactive  efforts 
of  our  Legislature  and  recent  governors,  bridging  both  political  parties,  in 
attempting  to  address  energy  policy  issues.  These  Oklahomans  have  done 
so  as  a  matter  of  necessity,  filling  a  vacuum  created  by  federal  policy 
makers  who  refuse  to  acknowledge  the  vital  importance  of  the  domestic 
oil  and  natural  gas  industry.  You  see,  in  Oklahoma  we  have  answered  in 
the  affirmative  what  I  believe  is  the  baseline  question  that  must  be 
addressed  at  some  juncture  by  Congress.  That  question  is:  Is  the  domestic 
oil  and  natural  gas  industry  worth  preserving? 

During  the  past  four  years,  in  addition  to  creating  the  OERB,  the 
Oklahoma  Legislature  has: 

*  Enacted  a  series  of  state  tax  incentive  programs 
targeted  at  encouraging  new  exploration,  enhancing 
production  from  existing  wells  and  to  returning  previously 
abandoned  wells  to  productive  capacity; 

*  Enacted  legislation  to  provide  clear  authority  for 
Oklahoma's  state  oil  and  gas  regulatory  agency,  the 
Oklahoma  Corporation  Commission,  to  adjudicate  disputes 
arising  out  of  natural  gas  gathering/pipeline  spin  down  or 
spin-off  activities,  filling  a  regulatory  gap  created  by  recent 
policy  changes  within  the  Federal  Energy  Regulatory 
Commission  (FERC); 
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*  Enacted  various  legislation  that  has  simplified  and 
clarified  what  I  call  "the  mechanics"  within  the  oil  and  gas 
community  —  such  as  payment  of  royalties,  prorationing  of 
natural  gas  and  other  complex  and  often  controversial 
details. 

It  has  become  clear  to  us  in  Oklahoma  that  since  the  oil  price 
collapse  more  than  a  decade  ago  (December,  1985,  to  be  precise)  there  has 
not  existed  sufficient  political  will  at  the  federal  level  in  either  Congress  or 
various  administrations,  to  push  for  enactment  of  meaningful  tax 
incentives  or  regulatory  reform  that  might  benefit  small  businesses, 
including  most  domestic  energy  producers.  Some  would  say  the  federal 
government  needs  not  to  be  concerned  with  this  industry,  judging  from 
the  quarterly  earnings  reports  of  such  well-known  leaders  in  the  oil 
industry  such  as  Exxon,  Texaco  and  others.  Unfortunately,  those 
companies  are  not  representative  of  the  typical  oil  and  gas  producing 
company  in  Oklahoma,  where  fully  80%  of  our  natural  gas  production  and 
70%  of  our  crude  oil  production  comes  from  independent  producers. 
These  small  businessmen  have  only  one  profit  center  —  the  wellhead  — 
and  generally  must  accept  the  world /regional  price  for  their  commodity. 

As  both  an  independent  oil  and  gas  producer  and  an  appointed 
quasi-governmental  official,  I  wish  today  to  advance  only  a  few  concepts 
that  I  believe  may  be  politically  achievable  at  the  congressional  level. 

First  and  foremost,  I  would  urge  the  Committee  to  continue  its 
efforts  from  last  year  in  attempting  to  enact  significant  regulatory  reform 
measures.   Congress  must: 

*  Require  risk  assessment  and  cost-benefit  analysis  on  all 
new  regulations  proposed  by  federal  agencies. 

*  Apply  the  same  criteria  to  existing  regulatory  regimes,  with 
an  ultimate  goal  of  strengthened  congressional  oversight 
and,  where  appropriate,  roll  back  federal  regulations  that  fail 
to  provide  a  public  interest  benefit  commensurate  with  their 
costs. 

*  "Spin  down"  regulatory  compliance  and  enforcement 
authority  and  its  funding  to  the  states.  It  is  imperative  that 
Congress  reduce  and  redefine  the  role  of  federal  regulatory 
agencies,  away  from  the  "one  size  fits  all"  mentality  of  rules 
and  regulation  enforcement  such  as  have  been  implemented 
(ineffectively)  for  such  important  laws  as  the  Clean  Water 
Act,  the  Clean  Air  Act,  the  Resource  Conservation  Recovery 


116 


Act  and  the  Safe  Drinking  Water  Act.  A  more  localized 
compliance-enforcement  model  for  all  regulatory  statutes 
should  be  devised,  implemented  and  funded,  perhaps 
through  bloc  grants  to  state  regulatory  agencies. 

Obviously,  the  OERB  is  committed  to  effective  and  efficient 
regulation.  In  fact,  the  state  of  Oklahoma  has  a  long  history  of  leadership 
in  advancing  a  cooperative  and  effective  approach  to  the  regulation  of  this 
industry.  But  I  believe  it  is  true  the  most  effective  and  efficient 
governmental  regulation  is  that  which  is  "closest  to  home." 

Consequently,  I  would  suggest  that  Congress,  and  the  current 
administration,  cooperate  in  expediting  a  massive  "spin  down"  of  both 
responsibilities,  mandates  and  funding  of  federal  regulatory  regimes, 
similar  to  what  is  transpiring  within  certain  areas  of  the  FERC,  to  the 
various  state  authorities  with  responsibilities  in  these  areas. 

The  goal  here  is  to  eliminate  duplication  of  services  and 
government  waste,  at  all  levels.  Let  me  give  you  just  one  example  of 
overlapping,  and  unnecessarily  costly,  regulation  of  the  Oklahoma  oil  and 
gas  industry,  bearing  in  mind  that  our  state  is  one  of  the  more  effective 
and  efficient  regulators  of  this  industry. 

If  I  own  an  oil-producing  property  in  the  city  limits  of  Oklahoma 
City,  Oklahoma,  I  may  be  required  to  deal  with: 

*  City  of  Oklahoma,  various  permitting  and  inspection  offices 

*  Oklahoma  County,  various  permitting  and  inspection  offices 

*  Oklahoma  Corporation  Commission 

*  Oklahoma  Tax  Commission 

*  Oklahoma  Employment  Security  Commission 

*  Oklahoma  Department  of  Environmental  Quality 

*  Oklahoma  Water  Resources  Board 

*  Oklahoma  Department  of  Labor 

*  Oklahoma  Department  of  Wildlife  Conservation 

*  U.S.  Environmental  Protection  Agency 

*  U.S.  Fish  &  Wildlife  Service 

*  U.S.  Department  of  Interior,  Minerals  Management  Service 

*  U.S.  Department  of  Interior,  Bureau  of  Indian  Affairs 

*  Internal  Revenue  Service. 

And,  depending  on  the  type  of  my  facility,  the  list  could  be 
considerably  longer.  Most,  if  not  all,  of  these  jurisdictions  have  been 
spawned  in  the  past  20  years  by  one  federal  mandate  or  another. 
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Maybe  we  should  consider  ourselves  fortunate  in  Oklahoma.  Our 
industry  colleagues  in  Texas,  depending  on  the  location  of  their 
operations,  may  get  to  deal  with  the  U.S.  Coast  Guard  and  the  Texas 
Department  of  Natural  Resources,  which  some  have  less-than- 
affectionately  dubbed  "the  Texas  Trainwreck." 

I  will  close  with  a  short  "laundry  list"  of  issues  that  I  believe 
Congress  should  address  in  the  near-term. 

1)  Lessening  federal  governmental  regulation  where 
environmental  or    safety  benefits  are  not  commensurate  with  the 
costs; 

2)  Redirecting  federal  governmental  authority  to  state  and  local 
regulators; 

3)  Providing/preserving  tax  incentives  to  preserve  "at  risk" 
marginal  oil  and  gas  wells; 

4)  Expediting  additional,  properly  directed  technology  transfer 

5)  Creating  a  National  Oil  &  Gas  Education  &  Environmental 
Restoration  "Checkoff"  Program 

I  urge  this  Committee  to  take  the  lead  in  Congress  to  provide  and 
preserve  much-needed  tax  incentives,  as  well  as  special  regulatory  status, 
aimed  at  maintaining  the  hundreds  of  thousands  of  "at  risk"  oil  and  gas 
wells.  These  wells  should  be  viewed  by  Congress  and  by  federal  regulators 
as  potential  assets  for  the  nation,  not  potential  liabilities. 

Technology  is  advancing  at  a  pace  where  millions  of  barrels  of  oil 
that  was  previously  unrecoverable  (at  current  prices)  may  soon  be 
available,  if  these  marginal  wells  are  not  forcibly  plugged  by  overzealous 
regulatory  bodies. 

And,  speaking  of  technology,  only  in  the  past  few  years  has  the 
administration,  through  the  Department  of  Energy,  begun  to  provide  the 
means  by  which  cost-effective  technologies  can  be  disseminated  to  the 
independent  oil  and  gas  sector.  This  initiative  has  filled  an  important  gap 
as  the  domestic  industry  restructures.  Historically,  most  technology 
research  and  development  was  conducted  by  and  for  the  major  integrated 
companies.    Today,  these  multi-national  entities  are  abandoning  R&D  for 
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domestic  production.  If  the  federal  government  fails  to  recognize  the 
importance  of  continued  fossil  fuel  R&D  funding,  at  least  during  the 
current  transition  within  the  domestic  industry,  there  seems  a  significant 
likelihood  that  much  of  our  nation's  recoverable  oil  and  natural  gas 
resources  could  go  undiscovered  or  unproduced. 

Ironically,  in  responding  to  budget  cutbacks  enacted  by  Congress,  the 
DOE  currently  threatens  to  close,  or  significantly  downsize,  the  nation's 
only  federally  funded  oil  research  facility,  the  National  Institute  for 
Petroleum  Energy  Research,  in  Bartlesville,  Oklahoma. 

In  Oklahoma,  it  should  be  obvious  that  we  believe  the  answer  to 
what  I  called  the  baseline  question  on  domestic  energy  policy  is  "yes." 
Unfortunately,  political  realities  in  Oklahoma  City  and  in  Washington, 
D.C.  are  somewhat  dissimilar.  Therefore,  it  is  our  firm  belief  that,  in 
order  to  have  any  opportunity  to  advance  the  issue  of  domestic  oil  and 
natural  gas  production  to  a  place  on  the  national  agenda,  we  must  first 
educate  the  general  public  with  the  facts  about  this  industry. 

The  domestic  oil  and  gas  exploration/production  industry  has 
survived  a  devastating  decade  of  decline.  However,  without  significant 
initiatives  by  government  (federal,  state  and  local)  to  recognize  the 
importance  —  and  the  fragility  —  of  this  vital  national  industry,  the  era  of 
the  small  business  entrepreneur  in  the  U.S.  energy  sector  may  be  ending. 

Thank  you. 
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Mr.   Chairman   and   Members: 

I  am  William  L.  Fisher,  Barrow  Chair  of  Mineral  Resources  and 
Professor  of  Geological  Sciences  ai  The  University  of  Texas  at  Austin.     I 
appreciate  the  invitation  to  be  before  you  today  and   to  provide  my 
observations  on  U.S.   oil  and  gas  production  and  resources. 

I. 

Currently,  oil  supplies  are  ample  and  ready,  albeit  an  ever- 
increasing  share  is  coming  from  imports.     Domestic  supplies  of  natural 
gas  have  met  or  exceeded  demand  for  the  past  11   years.      In   real  terms, 
prices  of  oil  products,  natural  gas,  and  gasoline  are  among   the  lowest  in 
a  decade-and-a  half.     These  ready  supplies  of  oil  products  and  natural 
gas  and  their  low  prices  are  quite  positive  for  the  U.S.  economy  in  the 
short  term,  ignoring  the  substantial  and  growing  external  costs   of 
imported   oil,  which  could  create  significant  longer  term  costs. 

Perhaps  the  most  fundamental  change  in  domestic  oil   and  gas 
issues  in  recent  years  has  been  the  perception  of  the   remaining 
resource    base. 

In  case  of  both  the  oil  and  natural  gas  resource  base,  estimates  in 
the  past   10  years  are  substantially  greater  than  those   made  20  years 
ago,   and  some  estimates  are   an  order  of  magnitude  greater. 
Remarkably,   these  increased   estimates  of  the  remaining   oil   and   gas 
resource   base  were  made  in   the  laic    1980's  and   the   first   half  of  the 
1990's,  a  period  of  historically  low  oil  and  gas  prices.     To  be  sure, 
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most   recent  estimates  envisage   sonac  modest  Increase   in   prices   over 
the   ncxi  couple  of  decades,  but  the  real  driving  force  in  larger  supply 
at  lower  costs  has  been  a  growing  appreciation  of  the  role  of  discovery 
and   recovery    technology. 

Historically,  we  have  assumed  that  volumes   of  resources 
convertible  to  producible  reserves   and  supply  were   chiefly   a   function 
of  price.     Price  continues  to  be  important,  especially  in  influencing  the 
amount  of  oil  and  gas   drilling  undertaken   and   in  spurring   investment 
in   higher  cost  areas,  but  increasingly   we   are   seeing   development  of  the 
resource  base  being  as  sensitive  to  technology  as  it  is  to  price,  at  least 
within  a  reasonable  price  range.     For  example,   the   National   Petroleum 
Council  shows  a  recoverable  gas  resource  base  of  600  Tcf  at  a  price  of 
$2.50/MMBtu,  assuming  2010  technology.     At  prices   of  S3.50/MMBtu 
but  with   1990  technology,  the  recoverable  volume  is  the  same — 600 
Tcf.     Similar  results  are  shown  in  the  DOE  estimate  of  recoverable  oil 
resources.     A  S27-per  barrel  price  with  existing  technology   yields   130 
billion  barrels,  whereas  a  $20  price  with  advanced  technology  was 
larger  at   142  billion  barrels. 

Technology  also  stretches  the  resource  base.     For  certain,  oil  and 
gas   are  nonrenewable,  finite  resources,  and  much  of  the  flush 
production  in  the  United  Sutes  has  already  been  realized.     But  we  have 
yet   to  determine  the  boundaries  of  finitencss  nor  to  fix   the  limits  of 
economic   and   technology   exploitability. 

Another  critical  aspect  of  technology,  and  here  assuming  that 
technology  embraces  concepts  and  knov*^-how,  is  its  substitution  for 
price.  After  nearly  a  decade  of  depressed  and  uncenain  oil  and  gas 
prices,   the  wonder  is   not   that  we   have   a  reduced   domestic   industry   but 
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rather  that  we  have  any  industry  at  all.     Such  is  the  manifestation  of 
the  rigorous   application   of  technology. 

Unquestionably,  our  views  of  the  U.S.  resource  base  now 
inco^joratc   the  notion  of  technological  stretch,   in  substantial  contrast   to 
the  judgment  of  exponential  decline  widely  held  a  dozen  years  ago. 
Exponential  decline  concepts  yielded  a  public  policy  of  resource 
scarcity,  supply  rationing,   actual  prohibition   of  certain   uses,   and 
inordinate  price  distortion,  as  even  a  casual   reference  to  the  National 
Gas  Policy  Act  of  1978  or  the  Fuel  Use  Act  will  shew. 

But  by  the  early  1980's.  average  gas  prices  were  up.     Gas  well 
completions  were  up.     Reserve  additions  were  up,  and  supply  had 
begun  to  outpace  demand,  also  owing  to  a  significant  reduction  in 
demand  in  the  face  of  higher  prices  and  use  constraints.     As  prices  fell 
in  the  middle   1980's  with  oversupply,  technology  was  rapidly 
substituted  for  price.     Resource  additions,  which  had  been  running  0.8 
Bcf  per  completion  in  the  early  1980's,  have  more  than  doubled  in 
recent  yeas  and  continue  to  increase.     As  a  result,  total  gas  additions 
have  remained  at  about  the  same  level  of  the  early  1980's,  when 
drilling  effort  was  100  percent  greater.     The  doubling  in  volume  of 
additions  per  unit  of  effort  has  been  a  major  factor  in  reducing  finding 
costs  of  natural  gas  by  better  than  half.     Not  all  this  increase  in 
additions  per  effort  is  from  more  rigorous  application   of  technology, 
but  much  of  it  is. 

Finally,  the  volume  of  reserves  added  per  annual  rig  count  had 
been   steadily   declining   from  the   middle   1960*s   through  the   middle 
1970' s.     The  decline  started  after  discovery  of  most  of  the  giant  fields 
by  the  middle  of  the  century  and  was  accelerated  by  the  increased,  but 
less  efficient,  drilling  of  the  late  1970's  and  early  1980's.     With  less  but 
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more   efficient   drilling   and   with    technology    substituting   significantly   for 
price,  additions  per  ng   arc   now  three  times  greater  uhan   they  were   15 
years    ago. 


II. 


The  U.S.   situations  concerning  oil  and  gas   are  quite  different. 
Domestic  gas  supplies  have  beeii  and  continue  in  overall  surplus.     The 
size  of  the  resource  base  as  now  perceived  along  with  technology 
reducing  costs   of  finding   and  development  permit   forward,   long   term 
gas  supplies  at  increased  levels  and  nearly  flat  real  prices.     Gas  marked 
for  scarcity  and  higher  prices  20  years  ago  has  changed  to  a  projected 
long  terra  era  of  ample  supply  and  low  costs. 

Crude  oil  in  the  United  States  has  yet  to  make  the  turnaround 
natural  gas  has  made.     Production  decline,  which  began  nearly   a 
quarter  of  a  centurj'  ago,  has  persisted,  except  for  reversals  a  couple  of 
years  over  the  period.     The  estimated  remaining  U.S.  oil  resource  is 
nearly  200  billion  barrels  under  assumption   of  a  continued   pace   in 
technology  and  prices   about  50  percent  higher  than  currently.      At 
current  prices,   the   estimated   volume   remaining   recoverable   is   about 
140  billion  barrels,  a  robust  volume,  but  barely  half  the  estimates  for 
the   remaining   natural   gas   resource. 

Perhaps  more   tellingly,  oil  is  added  to  reserves   at  an  average  of 
about   150,000  barrels  per  oil  well  drilled.     The  average  yield  per  effort 
for  gas  is  2.5  times  greater.     And  although   the  value  of  produced  oil  is 
50  percent  higher  than   gas   as   a  Blu   equivalency,   the   substantially 
better  yields  for  gas  make  ii  a  more  favored  exploration  and 
development    target. 
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To  be  sure,  oil  discovery  rales  are  and  coniinuc  to  be  profitable  to 
U.S  companies  geared  to  a  discovery  size  increment  now  existing. 
Several  intermediate  sized  companies,  small  enough  in   size  to  avoid 
high   overhead   yet   large   enough   and   with   sufficient   resource*   to   buy 
and  utilize  advancing  technology,  are  effective.     As  the  shift  from  the 
historical  perception  of  oil  exploration  and  development  based  on 
economy  of  scale  to  activity  rather  exclusively  based  on  the  economy  of 
efficiency  takes  place,  oil  activity  in  the  United  States  will  enlarge. 
Downward  trend  in  production  will  likely  be  reversed,  but  also  likely 
not  to  a  level  of  domestic  sufficiency. 

Perception  of  future  price  plays  a  significant  role  in  how 
deliberately  a  resource  is  pursued.     Natural  gas  prices   in  recent  years 
have   been  much   lower  than  many  producers  expected   and   while   future 
expectations  of  gas  prices  may  be  modest,  there  is  little  perception  that 
gas  prices  will  collapse.     The  opposite  holds  for  oil  whose  world  price 
depends  on  the  ability  of  a  diverse  and  rather  loose  cartel  to  balance 
supply  and  demand.     The  continued  expectation  that  oil  price  falls  are 
possible,  if  not  probable,  leads  to  discounting  of  oil  prospects.     If  there 
were  a  high  degree  of  confidence  that  oil  prices  would  hold  steady,  the 
amount  of  oil  drilling  in  the  United  States  would  likely  be  25  to  40 
percent  greater  than  it  has  been  in  recent  years.     The  United  States 
could  effect  an  oil  price  stabilization  policy,  but  has  been  unable  in 
recent  years  to  devise  a  policy  acceptable  to  all  despite  a  40-year 
historical  precedent  in  doing  so. 
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The  United  States,  as  indeed  most  oi  the  world,  has  made  major 
strides  in  more  efficient  use  of  oil  and  natural  gas.     Still  the  United 
States  consumes  a  quarter  of  the  world's  production  of  oil  and   gas   and 
has  an  overall  economy  heavily  dependent  on  oil  and  natural  gas.     As 
such,  it  is  in  the  Nation's  direct  interest  to  have  an  oil  and  gas  industry 
as  viable  as  the  resource  base  and  our  ingenuity  will  support.     We 
should  open  to  exploration   and   development  those  federal   lands   and 
waters  now  closed,  for  many  of  these  hold  a  significant  pan  of  our  yet 
to  be  discovered  oil  and  gas  resource.    We  should,  as  a  matter  of  policy, 
foster  the   further  advances  and  utilization   of  technology,   through 
appropriate  use  of  tax  incentives.     And  while  technology  has   been 
applied  and  pursued  rigorously  in  the  face  of  low  prices,  and  with  good 
results,   are   we   making   an   appropriate  pubic   and   corporate   investment 
in  future  technological  development?     Trends  in  both   public  and 
corporate   research   and  development  expenditures   suggest   we   are   not. 

The  big  policy  issues  in  domestic  oil  and  gas  development,  like 
price  stability  and  exploration  access,  will  not  be  solved  easily 
regardless  of  their  importance  in  domestic  production  and  the  Nation's 
economy.     Policies  that  can  be  agreed  upon  are  those  chat  advance 
technology  and  know-how  and  those  that  provide  focused  incentives   to 
encourage  development  of  higher  costs  and  riskier  developments.     We 
also  appreciate  that  the  technology  that  has  improved  oil   and   gas 
discovery   and  recovery  is  matched  by  technology  that  now  maJ:es 
development  and  production,  especially  offshore  and  in  Arctic  regions, 
to   a   great   degree,   environmentally    benign.      Accordingly,    regulations 
should  be   balanced. 

Thank   you. 
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STATE  OF  NEW  MEXICO 

ENERGY,  MINERALS  AND  NATURAL  RESOURCES  DEPARTMENT 

OIL  CONSERVATION  DIVISION 

2040 S  PACHECO 

SANTA  FE,  NEW  MEXICO  87505 

1505)827-7131 

William  J.  LeMay,  Director 


January  31,  1996 


U.S.  House  of  Representatives 
Committee  on  Resources 
Washington,  D.C.  20515 

Gentlemen: 

Thank  you  for  giving  me  the  opportunity  to  comment  on  the  implications,  both  nationally  and  within 
the  State  of  New  Mexico,  of  declining  U.S.  oil  and  gas  production  and  what  can  be  done  about  this 
devastating  development.  I  think  by  now  you  are  all  familiar  with  the  plight  of  our  domestic  oil  and 
gas  industry.  We've  gone  from  over  4,000  active  drilling  rigs  in  the  U.S.  in  1982  to  700  active  rigs 
today.  The  "Majors"  keep  downsizing  their  domestic  operation  forming  partoerships  to  lower 
operating  costs  and  selling  off  marginal  properties.  The  "Independents"  just  keep  struggling  to 
survive  with  many  of  them  going  out  of  business.  Any  fat  that  was  part  of  our  industry  has  long  ago 
been  eliminated  and  we  are  now  cutting  into  muscle. 

Rather  than  dwell  on  negatives  however,  I  would  like  to  emphasize  some  positive  courses  of  action 
that  can  help  reverse  the  decline  in  domestic  drilling  and  production.  If  I  told  you  that  we  could 
lower  our  foreign  exchange  payments  while  improving  the  balance  of  trade  deficit  and  create  jobs 
and  wealth  that  we  could  keep  within  the  borders  of  our  country  and  at  the  same  time  produce  an 
environmentally  superior  product,  natural  gas,  and  its  associated  brother,  crude  oil,  1  think  you  would 
agree  that  embracing  this  strategy  is  a  win-win  situation.  Why  are  we  then  not  valuing  this  product, 
nattiral  gas,  with  a  mandate  to  promote  its  development  and  use?  Why  when  importing  over  50% 
of  our  crude  oil  needs  there  hasn't  been  the  commitment  to  fully  develop  our  domestic  crude  oil 
supply?  I  think  the  answer  lies  in  our  failure  to  fully  embrace  an  energy  policy  that: 

1 .  PRODUCES  A  FAIR  TAX  CODE  THAT  ENCOURAGES  DOMESTIC  EXPLORATION 
AND  DEVELOPMENT  AND  EXTENDS  THE  PRODUCTIVE  LIFE  OF  STRIPPER 
WELLS. 

2.  ENCOURAGES  RESEARCH  INTO  ECONOMICAL  WAYS  TO  EXTRACT  HIGHER 
PERCENTAGES  OF  THE  OIL-IN-PLACE  IN  OUR  PRODUCING  DOMESTIC 
OILFIELDS. 
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3.  SUBSTITUTE  CLEAN  BURNING,  DOMESTICALLY  PRODUCED  NATURAL  GAS 

FOR     GASOLINE     REFINED     FROM     FOREIGN     CRUDE     OIL     IN     OUR 
TRANSPORTATION  SECTOR. 

4  MAKES  AVAILABLE  FOR  DRILLING  POTENTIALLY  PRODUCTIVE  FEDERAL 
ACREAGE  WHILE  ENSURING  THE  PROTECTION  OF  THE  ENVIRONMENT. 

5  PRODUCES  A  REGULATORY  CLIMATE  THAT  IS  EFFICIENT,  CONSISTENT, 
PREDICTABLE,  FAIR  AND  REASONABLE  WHILE  PROTECTING  HUMAN  HEALTH 
AND  THE  ENVIRONMENT. 

It  is  this  fifth  point  that  may  be  the  easiest  to  accomplish  so  I  wish  to  address  this  issue  with  some 
concrete  recommendations.  We  can  streamline  government  and  make  it  more  efficient.  We  can  start 
by  changing  the  regulatory  approach  from  one  of  "command  and  control"  and  "one  size  fits  all"  to 
programs  that  emphasizes  results  over  procedures  and  cooperation  over  confrontation.  The  roll  of 
the  regulator  should  change  to  one  who  educates  industry  and  the  public  on  "pollution  prevention", 
and  who  is  committed  to  utilize  scarce  available  resources  by  working  with  industry  and  the  public 
to  direct  those  resources  to  the  greatest  good.  We  need  to  get  the  "biggest  bang  for  the  buck"  and 
that  does  not  include  expensive  litigation. 

Also  we  can  eliminate  duplication  in  our  regulatory  process.  There  is  no  reason  for  the  Bureau  of 
Land  Management  to  be  regulating  oil  and  gas  drilling  and  production  when  the  States  have  been 
doing  this  for  over  sixty  years  ~  and  successfully!  Why  has  a  parallel  bureaucracy  been  created  to 
copy  and  duplicate  regulatory  procedures  just  becaiise  of  different  land  ownership?  We  are  the 
experts  and  should  regulate  the  exploration  and  production  activities  on  state,  fee  and  federal  lands, 
leaving  the  surface  land  use  issues  to  their  resjjective  federal  agencies  to  manage.  State  oil  and  gas 
conservation  rules  prevent  waste,  protect  correlative  rights  of  all  interest  owners  and  protect  human 
health  and  the  environment.  We  need  to  eliminate  a  parallel  process  of  regulation.  It  is  costly, 
inefficient,  wasteful  and  cumbersome  to  comply  with  at  best.  At  worst  it  produces  confusion,  delay 
and  results  in  wells  not  being  drilled  and  the  premature  plugging  of  producing  wells.  The  states  have 
always  been  the  leaders  and  architects  of  conservation.  It  is  time  to  eliminate  duplication  of 
regulation  in  the  oil  patch. 


Respectfully  submitted. 


William  J.  L 
Director 
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PRESENTATION  BY 

ERNEST  A.  BURGUIERES,  ID,  ASSISTANT  SECRETARY  AND  COMMISSIONER 

LOUISIANA  DEPARTMENT  OF  NATURAL  RESOURCES 

OrnCE  OF  CONSERVATION 


Prepared  January  31,  1996 
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FEDERAL  ISSUES  AND  THE  LOUISIANA  OIL  AND  GAS  INDUSTRY 


Below  are  a  number  of  areas  that  the  federal  government  could  address  and  improve  U.S.  oil 
and  gas  production  and  employment  opportunities. 

1 .  ANWR:  The  opening  of  ANWR  to  oil  and  gas  exploration  and  production  would  have 
significant  impact  on  oil  and  gas  production  and  employment.  There  would  be  a  substantial 
ripple  effect  that  reach  all  states  that  has  oil  and  gas  compaiiies. 

2.  Eastern  Gulf  Lease  Sales:  Lifting  of  the  ban  on  Eastern  Gulf  of  Mexico  OCS  leasing 
would  likewise  improve  prospects  for  oil  and  gas  production  and  employment.  The  safety 
record  of  oil  and  gas  activity  in  Federal  and  State  waters  of  the  Western  Gulf  of  Mexico 
continues  to  improve.  In  fact,  the  evidence  suggests  that  there  is  a  greater  environmental  danger 
from  shipping  used  to  bring  in  foreign  crude  than  domestic  exploration  and  production  activities. 

Both  of  these  actions  would  improve  Louisiana's  economy,  being  as  Louisiana  often  provides 
the  technology  for  oil  and  gas  exploration  and  production  throughout  the  U.S.  and  the  world. 
Much  of  the  equipment  necessary  for  this  exploration  and  production  would  be  constructed  in 
Louisiana. 

3.  OPA  90:  Impediments  still  exist  within  OPA  90  to  fiiture  oil  and  gas  development. 
Specifically,  resolution  of  the  COFR  requirements  is  extremely  important.  The  U.S.  House  has, 
of  course,  passed  a  bill  to  address  this  issue.  The  U.S.  Senate  has  also  passed  a  bill  which  is 
favorable  as  well.  The  House  version  is  the  better  of  the  two.  Resolution  of  this  issue  in 
conference  committee  is  important. 

4.  Regulatory  Costs:  The  EPA  and  other  federal  agencies  are  considering  a  number  of 
regulations  which,  if  adopted,  could  have  significant  impacts  on  future  oil  and  gas  development 
in  the  U.S.  The  API  has  recently  concluded  a  study  in  this  regard  which  concludes  that  "the 
U.S.  petroleum  industry's  exploration  and  production  sector  potentially  could  be  responsible  for 
more  than  $14  billion  in  additional  environmental  protection  requirements  between  1996  and 
2000,  if  only  the  regulatory  proposals  currently  under  consideration  are  enacted."  The  study 
also  looked  at  legislative  proposals  being  considered  by  Congress  and  concluded  that,  if  enacted, 
these  could  raise  the  industry's  compliance  costs  by  over  $27  billion.  Obviously,  these  impacts 
would  be  devastating  to  the  U.S.  oil  and  gas  industry. 

5.  EPA  Permitting.  The  EPA  is  not  issuing  discharge  permits  in  the  territorial  seas  of 
Louisiana.  This  lack  of  permitting  is  delaying  exploration  and  production  which  will  result  in 
additional  Louisiana  employment  and  the  payment  of  additional  royalty  and  severance  taxes  to 
the  state. 

6.  MMS  Royalty  Relief  Regulations;  Current  MMS  Royalty  Relief  Regulations  are  delaying 
and  impeding  some  OCS  oil  and  gas  development.  They  should  be  revised.  Rules  need  to  be 
formulated  on  the  recently  passed  federal  legislation  with  respect  to  "deep  water  royalty  relief". 

7.  Overlapping  regulation  by  federal  and  state  authorities:  Greater  deference  should  be 
given  to  State  agencies  in  the  regulation  of  oil  and  gas  activities.  The  tendency  for  the  Federal 
Government  to  "micro-manage"  matters  leads  to  uimecessary  expenditures  of  resources  that  does 
not  necessarily  further  any  legitimate  public  goals. 
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Testimony  before  the 

U.S.  House  of  Representatives 

Committee  on  Resources 

Friday,  Feb.  2,  1996,  1:00  p.m. 

George  R.  Brown  Convention  Center 

Houston,  Texas 


Subject.    Economic  and  Employment  Implications  of  Declining  U.S.  Oil 
and  Gas  Production 

My  name  is  Ernest  Cockrell.  1  am  President  and  Chief  Executive  Officer 
of  Cockrell  Oil  and  Gas,  Limited  Partnership.  We  are  a  small,  privately 
owned,  oil  and  gas  exploration  company  located  in  Houston,  Texas.  We 
focus  our  activities  primarily  on  the  Gulf  of  Mexico  and  Gulf  Coast  of 
Louisiana  and  Texas.  Our  company  has  approximately  40  employees 
and  a  reserve  base  of  100  BCFE  (Billion  Cubic  Feet  Equivalent)  of  gas 
reserves. 

I  am  certainly  not  an  expert  predicting  future  U.S.  oil  and  gas  production 
or  reserve  levels.  Additionally,  I  am  not  an  expert  on  all  the  myriad  of 
policies  and  laws  in  effect  and  pending,  which  affect  the  oil  and  gas 
industry.  My  purpose  today  is  to  simply  state  my  view  of  where  the 
industry  is  going,  especially  as  how  it  relates  to  an  independent. 

The  title  of  the  hearing  today  assumes  declining  U.S.  oil  and  gas 
produfction  and  reserves.  Both  oil  and  natural  gas  reserves  have  been  on 
a  steady  decline  for  some  years.  This  trend  may  or  may  not  continue, 
depending  on  real  product  price  increases,  tax  burdens,  accessibility  of 
public  lands  for  lease,  significant  technological  breakthroughs,  and  levels 
of  consumption. 

Because  our  company  primarily  produces  natural  gas,  I  will  focus  on  it. 
U.S.  natural  gas  reserves  (including  Alaska)  decreased  from  about  200 
Trillion  Cubic  Feet  (TCF)  in  1982  to  about  168  TCF  in  1988.  Gas 
reserves  have  more  or  less  stayed  constant  since  1988.  Consumption 
decreased  markedly  from  1981  to  1986  from  23  TCF  per  year  to  16.7  TCF 
per  year.  Consumption  has  increased  since  1986  to  21.8  TCF  per  year  in 
1995.  In  1981,  the  U.S.  produced  19.2  TCF  per  year  of  gas.  Production 
declined  in  1986  to  16  TCF  per  year.  It  has  increased  to  18.96  TCF  per 
year  in  1995.  Canadian  imports  in  the  U.S.  in  1981  were  .87  TCF  per 
year.      These   decreased    to    .75   TCF   by    1986,    but   since    1986    have 


145 


increased  to  2.78  TCF  per  year  in  1995.  Canada  has  supplied  50%  of  the 
increase  consumption  in  the  U.S.  over  the  past  three  years. 

Production  and  consumption  of  natural  gas  in  the  U.S.  has  been 
markedly  affected  by  pricing  and  demand  for  the  product.  Much  has 
been  said  of  the  gas  bubble,  which  is  in  reality  excess  gas  deliverability 
over  demand.  In  1986,  U.S.  companies  produced  80%  of  their 
deliverability.   In  1995,  they  are  producing  at  97%  of  deliverability. 

What  does  all  this  mean?  First  of  all,  we  cannot  expect  to  increase 
production  further  by  decreasing  the  reserve  to  production  ratio.  The 
reserve  to  production  ratio  has  steadily  declined  as  reserves  have  stayed 
more  or  less  constant  (since  1988)  but  production  levels  have  increased 
substantially.  The  lower  48  states  reserve  to  production  ratio  now 
stands  at  about  6.9  years.  The  industry  is  going  to  have  to  put  in  a 
tremendous  effort  to  hold  reserves  and  production  at  their  present  level, 
assuming  the  current  price  and  tax  environment. 

Second,  declining  oil  and  gas  production  and  reserves  have  major  impact 
on  jobs.  Declining  reserves  in  the  late  1980's  along  with  poor  prices 
caused  a  tremendous  downsizing  of  the  industry.  Oil  and  gas 
employment  was  cut  in  half,  with  the  loss  of  nearly  500,000  jobs. 
Employment  in  the  industry  is  extremely  price  sensitive.  For  instance, 
the  Independent  Petroleum  Association  of  America  (IPAA)  estimates  that 
75,000  jobs  are  at  risk  if  crude  oil  prices  return  to  the  low  levels  seen  in 
the  4th  quarter  of  1993  and  the  1st  quarter  of  1994.  During  that  price 
decline,  22,000  jobs  were  lost  between  November  1993  and  March  1994. 

Third,  oil  and  gas  exploration  and  production  is  very  sensitive  to  product 
prices.  For  example,  in  1994  drilling  for  domestic  natural  gas  and  crude 
oil  hit  the  lowest  level  since  records  were  kept  beginning  in  the  1940's. 
For  the  last  two  years,  the  rig  count  has  been  stagnated  at  levels  just 
slightly  above  the  all  time  low.  Well  completions  in  1994  were  8,079  gas 
wells,  5,856  oil  wells,  and  5,062  dry  holes  for  a  total  of  18,997  wells. 
This  is  down  some  6,054  wells  from  1993.  The  point  of  this  is  that 
natural  gas  and  oil  prices  have  been  low  over  the  last  couple  of  years  and 
drilling  has  declined  due  to  those  low  prices. 

Lastly,  declining  U.S.  production  means  increased  imports,  which 
adversely  affects  our  balance  of  payments.  We  are  now  importing  almost 
9  million  barrels  (MMBLS)  per  day  of  crude  oil,  and  as  I  stated  earlier, 
significant  amounts  of  natural  gas.  Our  dependency  on  crude  oil 
imports  is  now  more  than  50%  of  total  U.S.  consumption. 
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In  a  nutshell,  declining  reserves  and  production  means  loss  of  jobs  and 
negative  pressure  on  our  balance  of  payments. 

The  oil  and  gas  exploration  and  production  industry  continues  to  be  in  a 
state  of  rapid  change  as  it  allocates  the  proper  manpower  and  capital 
necessary  to  manage  and  exploit  the  economic  oil  and  gas  reserve  base  of 
the  United  States.  Additionally,  it  is  developing  new  technologies,  which 
are  changing  the  way  we  explore  for  and  produce  oil  and  gas.  Lastly,  it  is 
adapting  to  the  very  significant  change  in  the  way  natural  gas  is  sold  in 
the  U.S.  since  the  government  deregulated  those  markets.  During  this 
time  of  extreme  uncertainty  and  upheaval  within  the  industry,  it  is 
important  that  government  policies  be  consistent  and  supportive,  if  we 
are  to  slow  or  reverse  the  decline  in  reserves. 

We  need  a  strong  domestic  oil  and  gas  exploration  industry,  not  only  to 
efficiently  manage  our  domestic  resource  base,  but  also  to  assure  the 
continued  dominance  of  American  companies  on  the  world  oil  and  gas 
scene.  Our  exploration  and  service  expertise  is  in  effect  an  export 
product  for  this  country. 

As  a  small  company,  we  believe  there  is  plenty  for  us  to  do  in  the  Gulf  of 
Mexico  and  in  the  Gulf  Coast  of  Texas  and  Louisiana.  In  this  area  of 
operation,  we  have  three  landowners--the  states  of  Texas  and  Louisiana 
and  the  United  States  federal  government.  We  work  well  with  each  and 
with  the  various  agencies  that  regulate  us,  such  as  the  Minerals 
Management  Service  (MMS),  the  Department  of  Transportation  (DOT), 
the  U.S.  Coast  Guard,  and  the  Environmental  Protection  Agency  (EPA). 
Howeyer,  to  be  successful  we  require  several  things.  We  need  consistent, 
predictable,  and  practical  government  laws,  policies  and  regulations.  We 
make~'Iong-term  financial  and  manpower  commitments.  Changes  in 
policies  and  unpredictability  of  regulations  can  impact  us  tremendously. 
Secondly,  we  need  consistent  leasing  policies.  In  the  Gulf  of  Mexico,  the 
MMS  gets  an  A+.  Today,  there  are  two  Gulf  of  Mexico  lease  sales  per 
year.  This  gives  to  us  the  opportunity  to  lease  lands  and  act  upon  our 
ideas.  Thirdly,  we  need  consistent  and  standard  lease  terms.  Again,  in 
the  Gulf  of  Mexico  the  MMS  has  done  an  outstanding  job.  The  royalty 
terms  on  the  continental  shelf  are  fixed;  and  the  lease  term  is  five  years. 
In  the  deep  water,  the  royalty  is  also  fixed  and  the  lease  term  is  10  years, 
commensurate  with  the  lead  time  in  developing  reserves  in  that  area. 
Fourth,  we  need  timely  permitting  and  approval  by  the  various 
government  agencies  of  wells  to  be  drilled,  plans  for  exploration, 
platforms  to  be  set  and  pipelines  to  deliver  our  product.  It  is  our  hope 
that  the  various  federal  agencies  will  continue  to  review  and  streamline 
these  regulations. 


147 


What  can  the  government  do  to  further  help?  The  104th  Congress  has 
made  some  very  significant  progress.  The  repeal  of  the  export  ban  on 
Alaska  north  slope  crude  was  the  commonsensical  type  of  legislation  that 
is  good  for  both  the  industry  and  the  nation.  Another  example  of 
practical  legislation  is  the  royalty  abatement  in  deep  water  in  the  Gulf  of 
Mexico.  In  addition,  the  MMS  has  streamlined  the  royalty  relief 
application  process  for  marginal  leases.  These  initiatives  will  add  to  the 
economic  viability  of  marginal  reservoirs  in  the  Gulf,  and  will  provide 
much  needed  economic  stimulus  for  jobs  in  the  industry. 

However,  much  needs  to  be  done.  As  I  have  stated,  America  has 
substantial  oil  and  gas  potential.  Independent  producers  are  pursuing 
America's  remaining  oil  and  gas  resource  base,  scoring  impressive 
successes,  using  new  geological  concepts,  innovative  drilling  techniques, 
and  computerized  seismic  technology.  In  the  process,  we  are  creating 
jobs  and  new  economic  wealth  and  discovering  new  oil  and  gas  reserves 
in  some  40  major  production  areas  in  20  states.  Much  of  this  activity  is 
being  done  on  America's  vast  public  lands.  Reasonable  access  to  these 
lands  for  environmentally  responsible  drilling  and  production  is 
indispensable  to  maintaining  a  viable  domestic  oil  and  natural  gas 
industry.  Current  laws  governing  leasing  of  public  land,  both  onshore 
and  offshore,  should  be  reviewed  and  reformed.  I  speaJc  particularly  to 
the  offshore  areas,  as  that  is  where  our  company  is  focused.  There  are 
vast  areas  of  the  U.S.  continental  shelf  which  are  off  limits  to  oil  and  gas 
exploration. 

In  addition  to  public  lands  access,  royalty  payment  reform  will  be  a 
stimulus  to  the  industry.  Payment  of  royalties  is  a  cost  of  doing 
business;  however,  changes  to  the  federal  royalty  collection  advocated  by 
the  industry  and  currently  included  in  the  comprehensive  budget 
reconciliation  package  will  bring  much  needed  fairness  and  simplicity  to 
royalty  collection  for  both  industry  and  the  federal  government. 

Congress  should  continue  to  oversee  the  regulatory  process.  For 
example,  the  EPA  has  publicly  announced  plans  to  broaden  the  base  for 
reporting  under  Section  313  of  the  Superfund  Amendments  and 
Reauthorization  Act  of  1986.  The  EPA  recently  announced  plans  that  it 
will  almost  double  the  size  of  the  list  of  chemical  substance  reporting  by 
adding  313  chemicals  to  the  current  list  of  320  chemicals  and  include 
the  oil  and  gas  production  industry  as  a  reporting  industry.  The 
expansion  of  the  Toxic  Release  Inventory  (TRl)  program  to  the  oil  and  gas 
exploration  and  production  (EfisP)  industry  will  create  a  significant 
compliance  burden.  It  is  expected  that  6,000  or  more  E&P  facilities  will 
be  required  to  report  with  a  first-year  cost  of  $200  million  and  with 
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annual  cost  of  subsequent  years  of  $100  million.  In  spite  of  the 
significant  compliance  burden,  it  is  difficult  to  understand  the  value  of 
collecting  TRI  data  for  E&P  faeilities.  The  vast  majority  of  E8&P  facilities 
are  widely  scattered.  They  are  a  small  source  of  emission  and  are 
usually  located  in  sparsely  populated  areas.  Much  information  on  ESsP 
chemical  usage  and  on  unplanned  releases  is  already  available  through 
other  sources.  In  addition  to  the  compliance  burden  on  the  industry,  the 
burden  on  EPA  to  process  TRI  reports  from  thousands  of  E&P  facilities 
will  also  be  significant.  This  burden  is  not  offset  by  commensurate 
environmental  benefit. 

Another  problem  that  I  would  like  to  point  out  to  you,  which  is  especially 
threatening  to  us,  is  the  Oil  Pollution  Act  of  1990  (OPA90).  Companies 
such  as  ourselves  now  constitute  most  of  the  activity  on  the  continental 
shelf  of  the  U.S.  Industry  sources  report  that  in  the  past  five  years, 
independents  have  drilled  85%  of  the  wells  on  gulf  tracts,  have  made 
93%  of  the  oil  and  natural  gas  discoveries,  and  have  installed  more  than 
90%  of  the  offshore  structures.  Independents  now  produce  more  than 
half  the  natural  gas  in  the  federal  offshore;  however,  many  independent 
producers  could  be  precluded  from  continuing  to  operate  on  the  federal 
offshore  if  the  Oil  Pollution  Act  of  1990  is  not  amended.  We  are  probably 
one  of  those  producers  that  would  be  eliminated.  I  realize  that  there  are 
efforts  ongoing  to  amend  this  act.  I  cannot  emphasize  how  important  it 
is  to  do  so.  The  Oil  Pollution  Act  of  1990  prescribed  a  new  prevention, 
response,  liability  and  compensation  regime  for  oil  pollution  from  vessels, 
offshore  facilities,  pipelines  and  onshore  facilities.  The  MMS  is  charged 
with  developing  regulations  to  implement  the  statutes  provisions  on 
offshore  facilities.  The  MMS  initial  interpretation  of  OPA90,  which  was 
subsequently  bolstered  by  interpretation  by  the  solicitor  of  the 
Department  of  the  Interior,  is  radically  expansive,  proposing  to  extend 
the  act's  provisions  related  to  offshore  facilities  to  include  many  onshore 
operations,  such  as  pipelines,  marinas  and  refineries.  All  of  these  types 
of  facilities  would  be  required  to  meet  OPA90's  burdensome  financial 
responsibility  requirements  for  offshore  facilities.  Additionally,  OPA90 
increased  the  statutory  financial  responsibility  provisions  more  than 
four-fold  to  $150  million  from  the  current  level  of  $35  million  per 
company.  In  the  history  of  offshore  oil  production,  there  has  never  been 
a  spill  which  required  anywhere  near  this  amount  of  money  to  clean  up. 
In  fact,  the  sum  of  all  cleanup  and  damages  for  all  spills  from  offshore 
facilities  in  any  five-year  period  since  offshore  continental  shelf 
production  began  has  not  exceeded  the  $35  million  requirement  current 
law  places  on  each  offshore  operator.  There  is  no  legitimate  rationale  for 
increasing  the  financial  responsibility  requirement  above  current  levels. 
At  the  very  least,  the  financial  responsibility  level  should  stay  at  $35 
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million,  and  only  if  a  facility  poses  a  significant  risk  to  the  environment 
should  the  Secretary  be  permitted  to  increase  the  financial  responsibility 
requirement  for  that  facility.  Also,  OPA90  authorizes  direct  action 
lawsuits  against  guarantors.  The  all  inclusive  OPA90  definition  of  a 
guarantor  creates  the  probability  that  insurance  could  be  exposed  to 
greatly  expanded,  legal  and  financial  burdens  beyond  those  traditionally 
expected  of  insurers.  Under  these  circumstances,  insurers  will  not  write 
policies  under  OPA90,  denying  most  independents  operating  offshore  the 
primary  means  used  today  to  provide  evidence  of  fiscal  responsibility. 
The  Guarantor  provision  should  be  limited  in  order  that  insurance  firms 
will  continue  to  provide  coverage  to  independent  producers  who  operate 
offshore  and  who  depend  upon  those  policies  for  providing  evidence  of 
financial  responsibility. 

I  applaud  the  changes  to  OPA90  which  passed  the  House  in  May  of  last 
year.  As  you  may  know,  the  Senate  passed  a  somewhat  weakened 
version  of  the  bill  in  November.  Currently,  the  House  and  Senate  are 
engaged  in  negotiations  to  resolve  the  bill's  differences.  It  is  my  hope 
that  the  House-passed  provisions  of  the  bill  prevail. 

In  conclusion,  it  is  indisputable  that  the  levels  of  domestic  oil  and  gas 
reserves  are  very  dependent  upon  the  prices  received  for  the  products; 
the  taxing  and  regulatory  environment  in  the  U.S.;  the  technological 
advancements  in  exploration  and  production;  and  in  the  industry's 
access  to  public  lands.  The  industry  is  going  through  a  tremendous 
rationalization,  which  has  resulted  in  the  loss  of  more  than  500,000  oil- 
industry  jobs  in  the  last  decade.  Additionally,  we  are  now  importing  over 
50%  of  our  daily  needs  of  oil  and  substantial  quantities  of  natural  gas. 

The  U.S.  has  very  significant  untapped  reserves  of  oil  and  gas.  In  order 
to  access  these  reserves,  we  must  have  a  strong  domestic  industry.  The 
U.S.  government  can  do  much  to  help  strengthen  the  industry  by 
promoting  laws  and  regulations  which  are  consistent  and  practical. 
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Thank  you  for  the  opportunity  to  testify  today. 

I  remember  testifying  in  1977  on  behalf  of  a  previous  employer  concerning  the  massive  natural 
gas  supply  disruptions  in  the  northeast,  which  shut  down  schools  and  even  affected  hospitals. 
There  was  a  fear  then  we  were  running  out  of  natural  gas.  The  fact  is  we  were  drowning  in 
regulation.  During  the  past  month,  the  northeast  has  experienced  weather  as  severe  as  thai  of 
1977,  and  I  am  not  aware  of  any  gas  shortages.  !  am  proud  of  the  way  the  much-less-regulated, 
market-oriented  natural  gas  industry  has  responded. 

The  Gulf  of  Mexico  OCS  has  been  absolutely  critical  to  this  response.  About  25%  of  the  U.S. 
daily  gas  supply  comes  from  the  Gulf,  and  it  has  the  greatest  flexibility,  in  terms  of  being  able 
to  move  producing  rates  up  and  down,  of  any  natural  gas  supply  area  in  the  country.  It  is 
therefore  essential  that  activities  which  add  new  supply  and  producing  capability  in  the  Gulf  be 
encouraged  -  not  discouraged. 

One  reason  the  Gulf  is  still  such  a  prolific  producing  area  after  nearly  50  years  of  exploration 
and  drilling  in  its  shallower  waters  is  the  presence  of  independent  operators. 

I  am  testifying  here  today  as  chairman  of  the  Offshore  Committee  of  the  Independent  Petroleum 
Association  of  America,  and  1  will  tell  you  there  are  many  definitions  of  "independent". 
However,  if  an  independent  is  defined  as  one  who  is  almost  exclusively  a  producer  of  oil  and 
gas  -  not  a  refiner,  and  not  an  affiliate  of  a  pipeline  or  other  large  business  -  then  23%  of  Gulf 
of  Mexico  OCS  production  is  operated  by  independents.  That  is  up  from  10%  in  1986.  the  year 
oil  prices  fell  dramatically,  and  this  industry  started  shrinking. 

My  company,  Newfield  Exploration  Company,  is  one  of  those  independents.  We  did  not  exist 
ten  years  ago,  yet  today  are  among  the  top  twenty  operators  of  oil  and  gas  production  in  the 
Gulf  of  Mexico. 
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We  operate  production  volumes  in  the  Gulf  of  Mexico  of  about  240  million  cubic  feet  of  natural 
gas  and  16,000  barrels  of  oil  daily.  To  put  that  in  perspective,  we  produce  enough  natural  gas 
to  supply  about  one  million  households  with  their  average  daily  gas  consumption,  and  enough 
oil,  which  if  converted  to  gasoline,  to  provide  14  gallon  fill-ups  to  nearly  50,000  automobiles 
each  day.    Other  independents  in  the  Gulf  produce  even  more. 

We  have  only  63  employees  on  our  payroll,  but  our  total  operating  and  capital  expenditures 
during  1995  were  approximately  $120  million.  We  estimate  that,  at  any  one  time,  800  to  1000 
people  are  being  employed  on  Newfield  activity,  not  including  any  so  called  multiplier  effect. 

My  testimony  today  is  that  independent  operators  in  the  Gulf  of  Mexico  add  value,  and  their 
presence  should  be  encouraged.  Independents  get  oil  and  gas  to  market  that  would  be  too  risky 
to  explore  for  or  too  costly  to  develop  and  produce  for  the  majors.  They  bring  a  diversity  of 
viewpoint  that  is  essential  in  seeking  the  treasures  that  Mother  Nature  hides  so  well. 

Here  are  some  things  I  think  you  should  consider  to  encourage  and  strengthen  the  presence  of 
independents  in  the  Gulf. 


Amend  the  Oil  Pollution  Act  of  1990.  The  law  as  written 
requiring  every  offshore  operator  to  obtain  a  $150  million 
certificate  of  responsibility,  under  terms  which  few  insurers  are 
willing  to  meet,  would  make  it  difficult,  if  not  impossible,  for 
operators  like  Newfield  to  continue  to  operate  in  the  Gulf. 


Do  not  abandon  area-wide  lease  sales.  Area  wide  sales  permit  the 
diversity  of  viewpoint  that  comes  from  having  many  independents 
exploring  the  Gulf  to  get  translated  into  the  drilling  of  wells.  To 
the  extent  that  lease  offerings  are  rationed,  or  large  chunks  of 
acreage  are  being  held  by  companies  beyond  their  primary  terms 
with  no  drilling  being  done  or  required,  independents  lose  the 
opportunity  to  drill,  consumers  lose  the  opportunity  for  increased 
supplies,  and  taxpayers  lose  the  benefits  of  potentially  higher  OCS 
royalties.  Make  no  mistake,  oil  and  gas  is  found  by  drilling,  and 
independents  are,  above  all,  drillers.  Legislation  and  regulation 
should  make  it  attractive  to  drill. 
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Continue  to  look  at  incentives  such  as  deepwater  royalty  relief, 
where  the  tradeoff  for  less  government  revenue  per  barrel  is  more 
domestic  supply,  fewer  imports,  and  more  U.S.  jobs.  An  example 
would  be  either  a  tax  credit  for  or  the  immediate  tax  deductibility 
of  geological  and  geophysical  expenditures.  Three-D  geophysics 
has  made  this  industry  much  more  efficient,  but  it  is  a  very 
expensive  up  front  cost.  Incentives  to  utilize  more  3D  would,  in 
my  judgement,  result  in  more  domestic  oil  and  gas  being  found 
and  produced. 


Thank  you  for  the  opportunity  to  testify. 
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I  am  Douglas  Smith,  President  of  Lufkin  Industries  located  in 
Lufkin,  Texas.  I  am  pleased  to  offer  testimony  regarding  the 
employment  and  economic  implications  of  the  trends  in  our  domestic 
oil  and  gas  industry.  Our  company  offers  a  clear  view  of  what  it  is  like 
to  supply  equipment  and  services  to  the  oil  and  gas  industry.  This  oil 
service  industry  of  suppliers  is  largely  hidden  to  the  public  but  we 
serve  as  critical  members  of  the  overall  business  to  explore  and  pro- 
duce gas  and  oil.  We  are  not  hidden  to  the  communities  that  are 
homes  to  our  warehouses  and  factories. 

Lufkin  Industries  was  founded  in  1902  in  Lufkin,  located  in  East 
Texas.  Since  the  mid  1920's  our  company  has  been  the  largest 
supplier  of  pumping  units  in  the  world.  A  pumping  unit  is  used  to 
pump  oil  from  the  well  and  it  is  probably  the  most  visible  and  widely 
known  piece  of  equipment  to  the  public.  Our  products  are  found 
throughout  the  world  but  the  biggest  market  has  historically  been  in 
the  United  States.  Although  our  primary  manufacturing  is  done  in 
East  Texas,  warehouses  and  service  centers  are  located  in  several 
states. 
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The  overall  national  data  for  job  losses  since  the  1980's  has 
been  covered  many  times  before.  At  a  more  local  and  personal  level, 
almost  3,000  jobs  have  been  lost  since  1980  in  Lufkin,  Texas.  This  is 
in  a  town  with  a  population  just  over  31,000  people.  Understanding 
that  the  1980  time  frame  was  a  unique  time  in  the  history  of  U.S.  oil 
and  gas  work,  it  is  meaningful  to  us  that  today  there  are  500  fewer 
jobs  than  in  the  1960  - 1973  period  that  preceded  the  energy  crisis  of 
the  1970's.  Further,  approximately  80%  of  the  jobs  were  related  to 
domestic  oil  production  during  the  1950  -  1970  period  while  today 
only  30%  of  the  jobs  are  tied  to  U.S.  activity. 

There  is  little  to  add  to  the  volumes  of  data  showing  40  year  low 
levels  of  activity  in  the  U.S.  Our  company  is  typical  of  many  oil  ser- 
vice companies  that  have  spent  the  past  10-15  years  consolidating 
operations  and  reducing  costs  while  developing  new  markets  and 
new  products.  Lufkin  Industries  is  one  of  the  few  smaller  companies 
that  remains  independent  and  operates  as  it  traditionally  has.  Many 
independent  equipment  suppliers  have  merged  or,  through  various 
transactions,  moved  into  new  configurations,  almost  always  as  a 
result  of  diminished  oilfield  activity  and  almost  always  leading  to 
reduction  of  employment. 

Our  customers  are  the  foreign  national  oil  firms,  the  major  U.S. 
oil  and  gas  companies  and  the  many  independent  oil  and  gas  com- 
panies that  operate  primarily  in  the  U.S.  Our  domestic  business  is 
tied  to  oil  production,  most  on  shore,  and  includes  the  marginal,  or 
"stripper,"  wells  that  produce  small  volumes  of  oil  each  day.   Those 
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small  volume  wells  account  for  approximately  20%  of  total  U.S.  pro- 
duction. The  viability  of  all  the  U.S.  oil  and  gas  operations,  both  small 
and  large,  ties  to  our  company's  opportunities  in  the  oilfield.  Our  cus- 
tomers' problems  with  regulation,  royalties,  access  and  other  issues 
are  our  problems  eventually.  They  also  become  problems  for  our 
communities. 

Oilfield  equipment  and  service  suppliers  such  as  Lufkin  Industries 
have  had  to  respond  to  all  the  challenges  that  other  manufacturers  in 
the  U.S.  see  in  different  industries.  We  meet  competition  around  the 
world  by  investing  and  constantly  improving  our  products  and  opera- 
tions. We  also  make  the  hard  decisions  to  cut  costs  and  seek  other 
opportunities. 

The  supply  of  equipment  to  an  industry  that  produces  commodi- 
ties is  complicated  by  the  swings  of  supply  and  prices.  In  recent 
years  the  market  for  oilfield  equipment  in  the  U.S.  has  not  had  these 
normal  swings  but  has  taken  on  characteristics  of  a  permanently 
smaller  market.  The  economic  challenges  have  driven  innovation  to 
reduce  finding  and  production  costs  and  only  the  efficient  participants 
in  the  industry  survive  today. 

Many  companies,  Including  Lufkin  Industries,  have  invested  in 
other  areas  of  our  economy  that  have  greater  economic  promise,  at 
least  for  now.  We  have  essentially  been  forced  to  go  other  ways 
even  though  we  are  one  of  the  standard  brand  names  in  the  oil 
industry. 
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We  count  ourselves  among  those  who  believe  that  the  U.S.  still 
has  great  potential  for  oil  and  gas  production  and  we  plan  to  be  a  part 
of  the  industry  regardless  of  what  happens  in  the  short  term.  We 
have  stoically  accepted  the  "rough  and  tumble"  of  the  free  market  and 
taken  the  necessary  action,  but  at  a  real  price  to  employment. 

I  hope  that  my  comments  have  helped  to  understand  what  it's 
like  in  the  front  lines  of  the  oil  and  gas  service  industry.  I  have  spent 
the  past  24  years  in  those  lines.  I  urge  that  you  consider  carefully  the 
many  initiatives  that  could  increase  production  in  the  U.S.  and  impact 
the  several  issues  of  importation  and  balance  of  trade. 

I  appreciate  the  opportunity  again  to  appear  here  today. 

Thank  you. 


•4- 


23-712  0-96-6 


158 


o 


c 

^  I 
5G  "^ 


fa    i 

Si 
J- 


159 


CECIL  E.  NIX 

BUSINESS  MANAGER 

INTERNATIONAL  BROTHERHOOD  OF 

ELECTRICAL  WORKERS 

LOCAL  UNION  460 

PO  Box  60222 

MIDLAND,  TEXAS  797 11 

915/563-0581 


160 


TESTIMONY  AND  COMMENTS  BEFORE  THE 

COMMITTEE  ON  RESOURCES 
U.S.  HOUSE  OF  REPRESENTATIVES 

HOUSTON ,  TEXAS 
FEBRUARY  02, 1996 


I  very  much  appreciate  this  opportunity  to  attend  this  forum  today,  and  to  be 
able  to  bring  before  diis  committee  a  view  of  the  impact,  fix)m  a  workers 
perspective,  of  declining  oil  and  gas  production  and  refining  in  the  U.S.  I 
believe  that  most  everyone  here  today  would  agree  with  the  premise  that  the 
U.S.  oil  and  gas  industry  has  suffered  over  the  last  twelve  to  fifteen  years, 
and  certainly  those  who  have  been  the  hardest  hit  are  the  hard-working  men 
and  women  who  have  been  displaced  by  Ae  resultant  corporate  downsizing 
and  cutbacks. 

Everyone  here  would  agree  ^t  the  loss  of  jobs  in  tiie  oil  and  gas  industry  is 
not  an  merely  an  apparition  -  these  are  real  jobs  that  have  been  lost  by  real 
wage-earners  and  bread-winners.  There  may  be  some  credence  to  the 
argument  that  other  jobs  have  been  created  in  the  place  of  those  lost.  I  would 
submit,  however,  that  there  have  been  two  very  telling  statistics  that  I  have 
seen  in  my  preparation  for  this  hearing:  1)  that  the  jobs  lost  paid 
substantially  liigher  wages  than  those  created  and  2)  that  virtually  the  only 
area  of  the  industry  that  saw  any  "growth"  -  tiuU  is  an  increase  in  the 
numbers  of  jobs  -  were  die  low-wage  jobs  at  service  stations. 

The  thrust  of  these  hearings,  as  I  understand  it,  is  to  introduce  information 
or  thinking  that  would  induce  the  United  States  government  to  estabUsh  a 
national  energy  policy  that  would  effectively  wean  this  country  off  it's 
dependance  on  foreign  oil  and  gas  products.  A  logical  by-product  of  that 
process,  in  my  estimation,  would  be  the  re-creation  of  those  good-paying 
jobs  that  have  been  lost,  and  the  resultant  itinvigoration  of  a  sagging 
economy  that  is  tiie  direct  result  of  our  dependence  on  any  foreign  goods. 
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According  to  studies  by  the  American  Petroleum  Institute  (API),  and 
information  from  the  U.S.  Bureau  of  Labor  Statistics,  the  petroleum  industry 
suffered  the  loss  of  467,700  jobs  from  February  1982  to  May  1994  -  a 
decline  of  25%  -  with  the  greatest  losses  in  the  oil  and  gas  field  services 
(Table  1  and  Table  2).  Tables  3 A  and  3B  reflect  the  assertion  that  all  areas 
of  the  industry  suffered  substantial  payroll  losses,  except  for  the  gasoline 
service  station  area. 

I  am  certain  that  this  hearing  will  produce  reams  of  paper  containing  tables, 
graphs,  and  information  that  will  serve  to  enlighten  some,  shock  others,  or  in 
many  cases,  serve  only  as  doorstops  or  ballast.  The  fact  is  that  any  statistical 
information  submitted  to  this  body  will  certainly  be  hammered  and  molded 
to  serve  the  interests  of  whomever  would  take  the  time  to  fashion  it. 

The  reality  of  the  decline  of  the  U.S.  oil  and  gas  industry  is  that  people  who 
once  enjoyed  good  jobs  at  livable  wages  -  wages  that  allowed  them  to  buy  a 
home,  feed  and  clothe  their  &milies,  and  send  their  kids  to  college  >  can  no 
longer  expect  to  be  able  to  do  those  things.  Construction  workers,  refinery 
operators,  longshoremen  and  roustabouts  know  that  they  cannot  afford  to 
live  the  American  dream  on  service  station  attendant  wages.  Secretaries,  lab 
technicians,  and  mechanics  know  that  jobs  as  bread-route  salespeople  or 
telemarketers  for  lawn  services  will  not  sustain  this  great  country! 

Our  quest,  as  leaders  in  our  various  industries  and  organizations,  must  be  to 
challenge  those  of  you  in  government  to  take  on  the  very  difficult  task  oi, 
quite  literally,  rebuilding  a  disappearing  industry,  and  along  with  it  the 
means  of  achieving  the  American  dream  for  those  who  elect  you  as  their 
representatives.  My  quest  as  a  labor  leader,  is  to  ofifer  leadership  and 
motivation  to  workers  so  that  they  can  identify  and  support  those  elected 
ofiBcials  who  will  take  on  these  tasks,  and  to  be  a  catalyst  in  any  debate  with 
those  who  will  not. 
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No  longer  can  we  sit  by  and  watch  as  this  industry  -  with  so  much  promise 
and  potential  for  jobs  and  prosperity  for  our  great  nation  -  is  quartered  up 
and  sold  off  to  other  countries  that  would  then  use  petroleum  products  to 
hold  us  hostage.  The  citizens  of  the  United  States  of  America,  with  all  it's 
vast  natural  and  human  resources,  deserve  to  have  leaders  with  enough 
foresight  and  integrity  to  stand  foresquaro  on  the  side  of  wage-earners  who, 
together  with  capital  investors,  have  toiled  to  make  this  country  the  greatest 
on  earth. 

The  real  story  of  the  shameful  state  of  the  oil  and  gas  industry,  and  the  lack 
of  a  national  energy  policy  the  encourages  American  companies  to  produce 
jobs  for  Americans,  will  not  be  found  in  the  tables  and  graphs  presented  here 
today.  The  real  story  will  be  found  in  the  faces  of  those  who  are  standing  in 
line  down  at  the  Texas  Employment  Commission,  looking  for  work,  hoping 
to  be  able  to  once  again  earn  enough  to  afford  to  live  again  -  to  feed  and 
house  their  families,  buy  new  cars,  and  generally  feel  that  their  generation  is 
doing  better  than  their  parents'  generation  did,  and  that  the  next  generation 
will  be  able  to  do  even  better!  The  real  story,  in  simple  terms,  is  in  the 
American  consumer's  struggle  to  be  able  to  afford  the  hundred  dollar  tennis 
shoes  their  children  want  to  wear  -  shoes  made  &om  petroleum  produced 
and  refined  virtually  everywhere  in  the  world  except  the  USA! 


IBEW  -  THE  ELECTRICIANS'  UNION 
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Table  1.  U.S.  Petroleum  industry  Employment  by  Segment,  1981  and  1993 
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.Jiibs  .iitI  Pa\  rolls  in  the  Petroleum  Induslr'. 


Table  3A.  Petroleum  Industry  Payrolls,  1981-1993. 
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Table  3B.  Petroleum  Industry  Payroll  Losses  Due  to  Segment  Shifts 
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Mr.  Chairman,  members  of  the  Committee,  my  name  is  Bobby  Rawle,  Vice 
President  and  Group  Executive  of  J.  Ray  McDermott  North  America  Operations. 
I  appreciate  your  invitation  to  appear  today  before  the  Committee  to  discuss  the 
economic  impact  that  development  of  oil  and  natural  gas  has  on  contractors  such 
as  J.  Ray  McDermott  and  the  local  communities  that  serves  the  industry. 
Although  you  asked  me  to  comment  on  the  impact  of  declining  production,  Fve 
chosen  to  emphasize  a  more  positive  approach.  Specifically,  I  will  outline  today 
what  I  consider  to  be  one  of  the  few  remaining  frontiers  of  the  United  States  oil 
and  natural  gas  development  industry,  the  deep  water  Gulf  of  Mexico,  and  why 
we  must  develop  the  Gulf  resources  in  order  to  reverse  the  present  trend. 

J.  Ray  McDermott  pioneered  the  construction  and  installation  of  the  first 
platforms  and  pipelines  on  the  outer  continental  shelf  in  the  Gulf  of  Mexico  and, 
today,  provides  services  to  the  offshore  oil  and  natural  gas  industry  worldwide. 
The  company  designs,  engineers,  fabricates,  and  installs  fixed  and  floating 
platforms,  pipelines,  subsea  systems,  and  other  facilities  which  support  drilling 
and  production.  J.  Ray  McDermott  is  an  integrated  offshore  services  company 
which  operates  the  largest  fleet  of  marine  construction  equipment  in  the  world. 

At  the  outset,  I  would  like  to  convey  my  appreciation  of  this  committee's 
initiative  last  year  in  pushing  through  the  House  of  Representatives  a  very 
beneficial  and  effective  incentive  for  our  industry,  the  Deep  Water  Royalty  Relief 
legislation.  Your  efforts  will  certainly  increase  production.  Even  though  the 
regulations  have  yet  to  be  written  into  a  final  rule,  oil  companies  are  already 
applying  with  the  MMS  for  royalty  reUef  for  their  deep  water  leases.  Without 
royalty  relief,  these  cost-intensive  leases  probably  would  not  have  been 
developed.  Such  government  incentives  will  maintain,  and  even  increase,  our 
domestic  production  and  our  oil  patch  work  force  in  the  future. 

As  you  know,  the  deep  water  area  of  the  Gulf  of  Mexico  has  estimated  reserves  in 
excess  of  12  billion  barrels  but  it  presents  a  challenge  to  industry  and  the 
Government  to  develop  cost  effective  technologies  and  policies  to  recover  these 
resources.  Deep  water  drilling  and  the  associated  costs  of  recovery  increases 
exponentially  with  water  depth.  McDermott  fabricated  the  deck;  performed  the 
hull  to  deck  mating;  installed  the  platform  and  laid  the  pipelines  on  the  deepest 
project  in  the  world  todate  -  -  the  Shell  Auger  Tension  Leg  Platform  which  is 
currently  producing  in  2,800  feet  of  water.  This  massive  project  helped  support 
over  $400,000,000  in  contracts  in  30  states  across  the  United  States, 
"Attachment  one"  of  my  statement  includes  a  map  which  breaks  down  those 
contracts  by  state.  The  Gulf  states  were  awarded  the  lion's  share  of  work,  but  I 
believe  it  is  vital  to  point  out  that  the  oil  business  in  not  confined  to  this  one  area 
of  the  country.  This  project  drew  from  an  employment  pool  consisting  of  a  variety 
of  skill  levels  from  entry  level  to  Ph.D.  engineers.    To  illustrate  the  magnitude. 
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Shell  Oil  supplied  me  with  this  graphic  which  superimposes  their  second  TLP  the 
MARS  platform  over  Houston.  As  is  clearly  seen,  development  in  the  deep  water 
of  the  Gulf  of  Mexico  demands  complex  solutions. 

Although  a  success  story,  only  3%  of  leases  issued  in  over  650  feet  of  water  are 
currently  being  developed  which  leaves  employment  opportunities  in  oil  and  oil 
service  industries  greatly  depressed  when  compared  to  those  of  the  early  1980's. 
Overall,  employment  in  the  petroleum  industry  fell  from  over  1.8  million  workers 
in  1981  to  about  1.4  million  workers  in  1993.  McDermott's  domestic  operation 
unit  is  a  prime  example  of  this  trend.  In  1981  our  fabrication  facility  employed 
3059  people.  By  1987  we  saw  employment  drop  to  391.  Wage  rates  and  benefits 
were  reduced  as  McDermott  entered  a  survival  mode  with  the  rest  of  the  oilfield 
service  industry.  In  1996,  as  a  result  of  some  guarded  optimism  in  deep  water 
production,  our  yard  employs  1170  workers  and  our  hourly  rate  of  pay  for  skilled 
labor  has  just  returned  to  1982  levels.  Research  has  shown  that  for  every  job 
created  offshore,  10  jobs  are  created  onshore.  However,  the  great  bust  of  the  late 
1980's  and  the  cyclical  nature  of  the  business  has  greatly  damaged  the  labor  pool 
from  which  we  draw.  Additionally,  votech  schools  have  seen  a  decline  in  people 
seeking  training  in  skilled  crafts.  Only  steady  growth  and  stability  will  result  in 
reviving  the  industry  and  local  economies  that  depend  on  it. 

In  1993,  DRI-McGraw  HUl  conducted  a  study  which  showed  that  an  active 
exploration  and  development  program  in  the  deep  water  Gulf  of  Mexico  could 
create  up  to  100,000  new  jobs  with  up  to  80,000  of  those  sustained  beyond  25 
years.  In  order  to  achieve  this  goal,  almost  ever>'  major  name  in  the  offshore 
development  business  in  the  U.S.  has  begun  to  participate  in  project  DeepStar. 
DeepStar  is  an  industry-led  effort  to  cut  costs  and  improve  technologies  which 
will  make  development  in  waters  up  to  6,000  feet  an  economic  reality.  Just  as 
the  U.S.  space  program  progressed  from  the  first  Mercury  missions  to  the 
eventual  Apollo  missions  and  lunar  landings,  DeepStar  will  create  radically  new 
methods  of  resource  recovery.  Today,  I  am  enthused  to  report  that,  under  project 
DeepStar,  companies  are  sharing  an  unprecedented  amount  of  information  and 
have  agreed  to  collectively  determine  a  development  strategy  for  the  deep  water 
Gulf  of  Mexico. 

Like  the  space  program  though,  these  goals  may  not  be  accomplished  without 
some  Government  incentive.  The  development  of  high  risk  technologies  for  a 
complex  integrated  system  of  hardware  and  science  will  require  expertise 
throughout  the  United  States.  Although  I  realize  your  committee  does  not  have 
jurisdiction  over  the  Department  of  Energy's  budget,  we  might  suggest  that  a 
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pilot  program  be  created  within  DOE  for  the  purpose  of  specifically  researching 
deep  water  development  and  I  would  ask  that  if  and  when  the  appropriate 
congressional  committee  conducts  a  hearing  on  this  issue,  we  would  be  invited  to 
further  comment  on  that  program. 

In  summary  I  would  Uke  to  conclude  my  remarks  with  a  few  thoughts: 

One  of  the  only  remaining  frontiers  to  dramatically  increase  oil  and  natural 
gas  output  in  the  United  States  is  in  the  deep  water  of  the  Gulf  of  Mexico 

The  exponential  costs  and  technology  demands  for  developing  finds  in  up  to 
6,000  feet  of  water  can  only  be  achieved  through  increased  partnering, 
teamwork  and  innovation  within  the  private  sector  and  private  sector 
partnering  and  teamwork  with  the  United  States  Government 

Increased  offshore  activity  will  help  stem  the  flow  of  increased  imports,  wiU 
create  thousands  of  skilled  workers,  and  will  increase  revenues  to  the 
United  States  Treasury  through  royalty  payments  and  income  taxes 

New  technologies  will  not  only  have  other  domestic  appHcations,  but  if  the 
United  States  takes  the  lead  in  deep  water  technology  development,  we 
will  be  able  to  export  these  skills  worldwide. 

Mr.  Chairman,  members  of  the  Committee,  thank  you  for  affording  me  this 
opportunity  to  present  testimony  before  this  distinguished  panel  and  I  will  be 
glad  to  answer  any  questions  you  may  have  at  this  time. 
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Good  afternoon.   My  name  is  Robert  Mosbacher.   I  am  Chairman  of  the  Mosbacher 
Energy  Company  located  here  in  Houston. 

Mosbacher  Energy  Company  has  been  active  in  the  business  almost  50  years  and 
has  drilled  and  produced  oil  and  gas  from  many  hundreds  of  wells  in  Michigan, 
Ohio,  the  Rockies,  West  Texas  and  the  entire  Gulf  Coast  area  both  onshore  and 
offshore,  as  well  as  in  Canada,  Venezuela,  the  U.K.,  India,  Tunisia  and  Indonesia. 

I  also  had  the  privilege  to  serve  President  Bush  and  the  American  people  as 
Secretary  of  Commerce,  and  I  hope  that  I  can  bring  a  somewhat  different 
perspective  to  these  hearings  in  light  of  my  experiences  in  Washington  and  my 
experience  as  a  Texas  oilman  for  almost  50  years. 

I  am  pleased  to  appear  before  you  today  to  discuss  the  economic  and  employment 
implications  of  falling  domestic  production  and  the  plight  of  the  domestic 
producers.   I  am  delighted  that  the  Committee  has  chosen  Houston  to  begin  its 
series  of  hearings  over  the  coming  year.   Houston  continues  to  be  the  center  of  the 
domestic  oil  and  gas  production  industry  and  is  the  best  place  to  focus  the  nation's 
public  attention  on  the  future  resource  potential  of  the  Gulf  of  Mexico--the  nation's 
oil  and  gas  "breadbasket." 

I  am  proud  that  I  have  producing  properties  in  an  industry  that  currently  operates 
more  than  860,000  wells  in  33  states,  supplying  about  2.6  billion  barrels  and 
nearly  19  trillion  cubic  feet  of  natural  gas  annually.  There  have  been  more  wells 
drilled  in  the  U.S.  than  in  the  rest  of  the  world  combined.   But  in  an  environment  of 
sustained  lower  oil  prices,  each  and  every  one  of  us  at  this  table  must  operate 
more  efficiently  than  ever  before  and  exercise  more  care  and  caution  about  capital 
investments.   The  ability  to  undertake  projects  with  greater  risk  has  diminished,  as 
the  exploration  and  production  industry  needing  to  attract  new  investment  capital 
has  to  be  more  conservative  to  meet  the  harder  and  harder  challenge  of  creating 
value  for  stockholders  and  the  larger  investment  community. 
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Over  the  past  decade,  declining  domestic  oil  production  has  meant  U.S.  oil  imports 
at  dangerous  levels.  The  need  to  purchase  foreign  oil  constitutes  a  very  significant 
portion  of  the  U.S.  deficit  balance  of  trade,  and  thus  the  higher  indirect  costs  of 
imported  oil  adds  to  the  ills  that  spin-off.   It  was  only  a  few  short  years  ago  that  I 
recall  reading  estimates  that  this  nation  was  spending  almost  2  million  dollars  every 
fifteen  minutes  to  buy  foreign  oil. 

As  Alaskan  production  naturally  declines  over  the  coming  years,  we  must,  as  a 
nation,  seek  to  meet  our  energy  needs  in  ways  that  are  realistic  and  are  achievable 
from  new  sources  that  have  the  potential  to  make  real  contributions.   The  Outer 
Continental  Shelf  has  the  potential  to  go  a  long  way  to  meet  our  future  energy 
needs.   The  OCS  already  provides  about  one  fourth  of  the  nation's  natural  gas  and 
about  one-eighth  of  its  crude  oil.   Estimates  of  undiscovered  Federal  OCS  oil 
reserves  that  could  be  recovered  using  current  off-the-shelf  technology  have  been 
as  high  as  18  to  20  billion  barrels.   At  the  same  time,  the  similar  scenarios  for 
natural  gas  reserves  have  been  upwards  of  1 50  trillion  cubic  feet. 

What  I  have  seen  of  the  evolving  international  economy  over  the  last  decade  leads 
me  to  conclude  that  in  an  ever  shrinking  and  interdependent  world,  it  is  more 
important  than  ever  to  do  a  better  job  of  managing  our  nation's  resources, 
increasingly  around  the  world,  there  are  more  and  more  governments  that  are 
adopting  flexible  policies  and  programs  to  provide  for  their  secure  energy  futures. 
They  have  put  in  place  flexible  government  programs  to  facilitate  private  sector 
business  negotiations  to  develop  indigenous  resources,  and  corollary  flexible 
contract  requirements,  fiscal  regimes  and  even  regulatory  policies  aimed  at  easing 
development  opportunities  and  ensuring  that  exploration  and  production  proceeds. 

Of  all  the  countries  in  the  world  endowed  with  oil  and  gas,  only  we  seem  less  than 
willing  to  try  and  develop  and  enhance  our  vast  petroleum  potential.   At  every  turn 
federal  programs,  policies  and  regulations  seems  intent  on  slowing  the  pace  of 
exploration  and  development,   i  have  been  in  this  business  for  a  very  long  time, 
and  I  have  a  good  number  of  wells  throughout  this  state.   But  exploring  for  new  oil 
and  gas,  given  the  current  economics  of  this  industry,  is  becoming  increasingly 
more  attractive  overseas  where  foreign  efforts  and  flexibility  that  I  just  spoke  about 
create  greater  opportunity  and  incentives  than  at  home. 

I  believe  that  it  would  be  in  our  own  best  interest  to  begin  to  look  at  adopting 
policies  and  programs  that  could  reverse  this  trend  and  provide  more  opportunity 
for  domestic  exploration  and  production  activity.   But,  this  is  not  a  short  term 
problem,  rather  it  is  a  long  term  commitment.   Over  the  long  term,  it  would  mean  a 
significant  reversal  in  public  opinion  regarding  the  role  of  the  federal  government  in 
the  encouragement  of  domestic  oil  and  gas  exploration  and  production  activity. 
Reducing  the  tax  and  regulatory  burden  on  the  petroleum  industry  over  the  long 
term  would  surely  bring  about  quantifiable  benefits  to  our  economy  and  security 
interests. 
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Energy  policies  that  could  reverse  the  trends  of  declining  domestic  exploration  and 
flight  of  capital  to  foreign  projects  would  have  to  be  put  into  effect.   The  current 
miss-match  between  costs  and  benefits  of  many  safety  and  environmental 
regulations  that  we  are  saddled  with  today  preclude  spending  money  in  the  U.S. 
Legislative  review  and  reversal  of  "command  and  control"  environmental 
regulations  should  instead  be  considered,  providing   regulatory  flexibility  with  goals 
such  as  achievable  standards  and  a  return  to  trusting  the  ingenuity  of  business  to 
meet  these  goals  at  the  lowest  cost. 

Environmental  protection  can  be  achieved  without  sacrificing  economic  growth. 
API  recently  estimated  that  regulatory  proposals  to  impose  new  federal 
environmental  requirements  on  the  exploration  and  production  industry  will  result  in 
costs  in  excess  of  $14  billion  dollars  over  the  next  five  years,  with  little  perceived 
environmental  benefit!   It  will  also  result  in  the  loss  of  nearly  6%  of  both  oil  and 
gas  production  by  the  year  2000  and  in  turn  reduce  the  revenue  to  federal  and 
state  treasuries  by  as  much  as  $9  billion,  losses  to  be  made  up  by  other  sources  of 
public  tax  revenue  strean^.   In  addition,  these  new  federal  environmental 
requirements  could  cause  the  loss  of  nearly  55,000  jobs  throughout  the  economy. 

Without  greater  access  to  federal  lands,  finding  and  developing  new  oil  and  gas 
resources  is  like  trying  to  feed  a  herd  of  cattle  from  a  hand  bucket.   You  know  it's 
not  going  to  be  a  success!   And  so  we  have  handicapped  ourselves  by  placing  off- 
limits  some  of  the  most  promising  and  richest  resources  based  both  onshore  and 
offshore. 

And  what  would  we,  as  Americans,  get  in  return  for  efforts  that  stimulate 
incremental  oil  and  gas  production?  Well,  we  would  get  more  domestic  oil  and 
gas,  greater  economic  activity,  create  jobs,  increase  royalties  and  other  tax  revenue 
to  the  Treasury,  reduce  the  trade  deficit,  help  further  strengthen  our  currency 
abroad  and  reduce  our  reliance  and  ultimate  vulnerability  to  imports. 
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Testimony  Submined  by  Garry  Mauru 

Texas  Land  Commissioner 

Before  the 

U.S.  House  of  KcprcscntativM 

Committee  on  Resuurcejt 

February  2,  1996 


It  IS  a  pleasure  being  here  with  you  today.    I  am  a  Texan     My  agency  leases  state  land  for  oil 
and  gas  production.    Wc  have  over  18.000  producing  wells  on  that  land.    So  it  is  no  surprise 
that  I  share  this  Committee's  concern  about  the  ccononuc  vitality  of  our  jiations'  oil  ajid  gas 
industry     1  applaud  your  efforts  to  explore  what  additional  steps  the  federal  government 
might  take  to  strengthen  our  dumestic  industry. 

At  the  oulstfl,  we  in  Texas  should  recognize  that  the  demand  of  the  American  people  to 
balanu;  the  budget  has  reined  in  the  ability  of  both  the  Administration  and  the  Congress  to 
provide  additional  tax  incentives  to  stimulate  dome.<rtic  production.    Any  one  of  us  would  be 
hard  pressed  to  find  any  Member  of  Congress  from  eitlier  side  of  the  aisle  who  would  argue 
that  such  lax  incentive  legislation  would  successfully  gamer  a  majority  of  voles,  either  in  the 
House  or  tlie  Senate,  cither  now  or  in  the  immediate  fiiture     Those  were  solutions  we  pursued 
m  the  past  and  do  not  sipp\y  to  the  present  or  the  future  as  I  sec  it. 

As  we  face  the  energy  challenges  of  the  21st  Century  we  must  set  aside  politics  and  find  ways 
to  strengthen  our  economy,  protect  otu^  environment,  and  keep  our  nation  secure     Wc  need 
leadership  that  looks  ahead;  listens  as  well  as  leads. 

I  beUevt  that  tlie  Cliirton  Administration  listened  to  tho.se  of  us  in  this  region  and  has  begun 
to  reform  tlie  regulations  and  requirements  that  unnecessarily  increase  costs  of  explordliou  and 
production.    With  leadership  from  President  Clinton  the  Administration  has  an  across  the 
board  program  to  reform  the  govcrninent's  legulatory  system  --  to  impose  the  least  burden 
without  sacrificing  rational  and  necessary  protection.    1  he  Secretary  of  Energy  has  stressed 
that  a  new  approach  to  regulation  was  needed  —  one  which  carctiiUy  compared  the  cost  and 
lienefits  of  regulation  and  created  partnerships  with  the  private  sector.    I  know  from  personal 
experience  that  the  President  seeks  a  collaboration  in  which  oil  and  gas  executives  are  treated 
a-s  partners  on  energy  mailers,  not  adversaries. 

I  also  know  this  Administration  seeks  to  align  its  energy  priorities  with  lour  national  goals  in 
mind;    (1)  satisfying  the  narion's  energy  needs,  (2)  reducing  oiu  vulnerability  to  oil  shocks, 
(3)  protecting  the  environment,  (4)  improving  the  economy. 

To  get  these  goals  wc  niu-st  have  a  viable  oil  and  gas  industry.    Even  as  the  federal 
govenuneni  and  its  budget  as  a  whole  are  being  .si^ably  cut,  specific  initiatives  are  being 
undertaken  to  increase  domestic  production  of  energy  re.sources  on  public  lands  and  the  Outer 
Continental  Shelf  by  lowering  tlie  cost  of  exploration  and  production. 
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I  do  not  be  ieve  the  govenunent  can,  or  should,  take  actions  to  raise  gas  and  oil  prices  and 
thereby  strengthen  our  domestic  indtistry.    Each  lirric  it  has  tiied,  it  failed.    But  government 
can  help  drive  down  the  energy  industry's  operating  costs  by  funding  induslry-drjven  R&D 
programs  to  develop  advanced,  cost-effective  exploration,  production,  processing  and 
envLTOiimertal  compliance  technologies.    Additionally,  it  can  blaze  a  cooperative  trail, 
collaboratirg  with  industry,  key  states  and  other  agencies  to  lift  regulatory  barriers  and 
pruvidf  royalty  relief  to  increase  domestic  production  on  federal  lands  and  stimulate  markets. 

Thanks  to  ihe  efforts  of  people  in  this  room  tiie  Administration  has  championed  market 
initiatives  to  enhance  our  energy  production  and  to  revitalize  our  petroleum  industry.    We 
spoke  up  ajid  someone  listened!    Programs  have  been  redirected  to  pursue  cost-effective 
policies  to  slow  the  incoming  tide  of  oil  imports  by  diversifying  our  energy  portfolio  on  both 
the  supply  and  the  demand  jside.    President  Clinton  recently  signed  deep  water  royalty  rchcf 
provisions  for  the  Central  and  Western  (julf  of  Mexico  —  one  of  Americas  best  opportimitieb 
for  adding  large  new  domestic  oil  and  gas  reserves.    Ihis  was  good  news  for  the  supply  and 
service  industry.    It  will  mean  good  jobs  at  good  wages  for  Texas  workers. 

The  Department  of  Interior  with  help  from  the  Energy  Department  is  developing  royally  relief 
for  margin;il  oil  and  gas  wells  located  un  federal  onshore  lands.    I  imderstand  reduced  royally 
rates  for  heavy  oil  produced  on  onshore  federal  lands  is  now  in  the  final  stages  of  review  by 
the  Office  of  Management  and  Budget    Leasing  pohcies  and  royalty  rate  .structures  governing 
oil  and  gas  properties  on  the  Outer  Continenlal  Shelf  (OCS)  now  provide  incentives  for 
operators  to  extend  the  production  fiom  marginal  wells,  as  well  as  to  develop  new  projects  in 
marginal  aieas  and  in  deep  waters.  " 

Relief  for  deepwaler  facilities  operating  in  the  Central  and  Western  Gulf  of  Mexico  is 
available  Inr  production  from  new  and  existing  leases  in  water  depths  200  meters  or  greater. 
On  new  le;ises,  the  royalty  relief  is  automatic.    On  existing  lea.<;es  the  Secretary  of  Interior  has 
the  authority  to  grant  relief,  if  it  is  determined  the  lease  would  not  be  otherwise  developed. 
Prudently,  the  royalty  holiday  will  be  rwsciuded  for  any  year  in  which  the  price  of  West  Texas 
Intcnnediaie  averages  $28/barrel,  or  higher  ($3.50/Mcf  for  gas). 

ihe  Admuiistration  estunates  these  relief  provisions  will  add  15  billion  barrels  of  oil 
equivalent  to  our  domestic  resource  base.    Additionally,  new  drilling  platform  construction 
and  increa.scd  exploration  and  production  atlivity  in  the  Gulf  of  Mexico  will  provide  1 60,000 
jobs  to  Americans  in  Texas,  Louisiana  and  Mississippi.    Over  and  above  those  achievements, 
the  measure  will  bring  in  an  estimated  $200  milhon  in  bonus  and  royalty  payments  to  the 
U.S.  Ireasury.    Quite  simply,  this  means  we  diminish  the  tiadc  deficit  by  using  domestic 
energy,  create  good  jobs  and  increase  revenue  to  cut  our  federal  deficit 
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lu  another   nnovation  the  Administration  has  directed  the  MMS  to  investigate  coUecling  "in 
kind"  royalty  payments  from  operators  on  FederaJ  lands;  providing  more  flexibility  in  how 
payments  are  made.    This  is  something  we  do  successfully  in  Texas  at  the  General  Land 
Office.    A  1 995  federal  piJot  program,  thai  could  result  in  significant  cost  savings  to  both 
industry  ani  government,  allowed  payments  with  baiTels/mcf  of  oil/gas  produced  ratiicr  than  a 
percentage  of  gross  revenues  received  for  the  total  oil/gas  produced  and  sold.    Not  only  does 
iliis  give  the  operators  more  flexibility,  it  simplifies  the  royalty  collection  process.    Wc  arc 
proud  to  ha\e  blazed  the  trail  on  this. 

Lei  me  add  a  word  on  the  red-tape  problem.    In  a  meeting  with  independent  producers  in 
1995,  President  Clinion  stressed  the  need  for  royalty  fairness  and  simplification  that  works  for 
bodi  the  operator  and  the  government.    I  am  pleased  that  provisions  on  royally  fairness  and 
simpliiitdlion  are  being  considered  for  inclusion  in  a  final  balanced  budget  agreement,  as  well 
as  in  stand  alone  legislation     1  understand  the  House  Energy  and  Mineral  Resources 
Subcommiltec  and  tlic  Senate  Energy  and  Natural  Resources  C'ommittee  have  scheduled  m<:irk- 
ups  in  the  coming  weeks  on  sptxific  legislation  to  this  effect. 

We  have  seen  a  federal  commitment  to  support  the  R&D  efforts  of  the  industry  and  several 
imporianl  f-ccomplishments  in  areas  that  directly  impact  domestic  petroleum  production.    New 
technologies  can  significantly  increase  and,  in  many  instances,  prolong  production  from  the 
OCS  and  Federal  onshore  lands  allowing  the  state  and  Federal  governments  to  capture 
additional  loyaity  revenue.    A  few  illustrations  include: 

*  Scientific  dala  and  mctliod<!  have  been  developed  to  help  State  and  Federal  agencies 
mal:e  more  rational,  science-based,  risked-based  regulatory  decisions.    In  Texas,  DOE. 
in  cooperation  with  the  Texas  Railroad  Commission,  developed  a  methodology  for 
stre.imltning  the  pennitting  retiuirements  for  injection  wells  in  East  Texas  that  will 
save  oil  and  gas  producers  an  estimated  $86  million  in  Safe  Drinking  Water  Act 
compliance  costs  over  a  five  year  period. 

*  DOC  is  working  with  the  .states  and  the  Department  of  Interior  to  streamline  and 
simplify  regulations  applicable  to  the  oil  and  gas  industry.    For  example,  DOE 
conducted  a  Public  I,an±s  Project  with  Bureau  of  land  Management  and  four  western 
states  to  streamline  oil  and  gas  regulation  on  federal  lands,  while  speeding  up  permits 
and  approvals. 

*  DOE  developed  a  risk-based  data  management  system  for  use  by  States  to 
enable  them  to  implement  more  cost-effectively  their  Uudaground  Injection 
Control  Programs.    After  reviewing  the  potential  savings,  25  stales  ha»/c  agreed 
to  help  each  other  implement  the  system. 


d 


177 


*  Working  with  R.T.  Coiporation,  Pcmi  State  University,  MVF  Production,  Lumitox  and 
others,  DOE  is  developing  lower  cost  produced  water  treatment  and  disposal 
technologies  that  will  enable  independent  oil  and  gas  producers  in  various  parts  ot  the 
couiitiy  to  design  and  build  tnsatment  systems  with  inexpensive,  locally  available 
mtiU-iials. 

Working  with  independents,  majors,  and  service  companies,  DOb's  Advanced  Computational 
Technology  Initiative  (ACTI)  is  designed  to  apply  the  world-class  computing  ccipabilitie!>  of 
DOH's  National  Laboratories  to  problems  in  the  oil  and  gas  industry.    Applications  such  as 
processing  m<u>sive  amuunlj  of  seismic  data  and  3-dimcusioual  simulation  rcquiic  ulti'a>liigb 
speed  processors  and  new  algorithms  not  currently  available  in  the  industry.   Through  a 
competitive  solicitation,  an  industry  panel  reviewed  and  selected  cooperative  projects  worth  a 
total  of  $65  million  that  will  team  companies  and  national  laboratories  lu  develop  new 
applications  of  these  technologies  and  skills.    Examples  include: 

*  Advanced  Computational  Models  for  Deep  Water  Oil  &  Gas  Production  utilizing 
capabilities  at  Sandia  National  Laboratory  lu  predict  stress  on  risers  and  iimbilicals, 
and  to  develop  techniques  to  detomine  feasibility  of  using  composite  materials. 

*  Single- Well  Seismic  Imaging  of  Salt  Dome  Flanks  utilizing  capabilities  at  Sandia 
National  Laboratory  to  improve  imaging  of  salt  surfaces  and  reservoir  terminations, 
and  velocity  control  for  prcstack  imaging  of  surface  data. 

*  Gull'  of  Mexico  Subsalt  Seismic  Ima^Hng  Project  utilizing  usabilities  at  Los  Alamos 
National  Laboratory  to  demonstrate  the  use  of  high  .speed  computers  to  obtain  better 
velocity  determination  and  perform  3-dimcnsional  prcstack  depth  migration. 

Dt')E's  Oil  Reservoir  Class  Program  is  designed  to  utili2e  advanced  reservoirs  characteiization 
tccliniqucs  1:0  extend  the  economic  life  of  domestic  reservoirs  in  danger  of  being  prematurely 
abandoned.   Through  competitive  solicitations,  34  cost-shared  projects  wortii  a  total  of  $295 
million,  each  involving  teams  of  |»x>ducers,  service  companies,  and  universities,  were  selected 
to  develop  tnd  transfer  technologies  to  other  producers,    Examples  of  these  projects  are: 

*  DOiv,  working  with  Lomex  Exploration,  has  shown  that  advanced  reservoir  imaging 
technologies,  applied  in  oil  basins  whose  complex  geology  made  oil  recovery  difficult, 
could  be  used  to  pinpoint  previously  undetected  compartments  and  to  economically 
produce  previously  unrecoverable  oil.    Since  this  activity  is  on  federal  lands,  the 
Loniex  project  alone  will  result  in  a  public  benefit  of  over  $12.7  million  in  taxes  and 
royalties  based  on  revenues  irom  producing  2.4  million  barrels  of  oil.    Because  of  this 
success.  1 1  additional  watcrfloods  will  be  undertaken  in  neighboring  fields  without 
government  support,  which  should  generate  additional  minimum  reserves  of  31  miUiou 
barrels  of  oil,  over  half  a  billion  dollars  in  direct  revenues,  and  additional  tax  and 
royalty  revenue  larger  than  the  cost  of  the  entire  Reservoir  class  program.    Since  these 
1 1  projecljs  vwll  only  evaluate  1 3  percent  of  the  area,  reserves  could  easily  double  or 
triple. 
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*  Working  with  Michigan  Tech  and  Ticira  Energy,  DOE  successfully  demonstrated  that 
honzontaJ  drilling  technolog>  coiUd  significantly  increase  production  from  oil  wells 
threatened  with  premature  abandonment.    One  test  project  it\  tlic  Crystal  Field  in 
Michigan  could  lead  to  an  additional  X  million  barrels  of  production  alone. 

*  no.-,  and  Russell  Petroleum  and  the  University  of  Kansas  have  developed  low  cost 
water  tiltration  technology  called  air  floatation  that  will  remove  solid  impurities  from 
watijr  reinjected  inlo  oil  reservoirs  and  permit  the  recovery  of  hundreds  of  thousands 
of  barrels  of  oil  that  otherwise  would  have  been  left  in  the  ground. 

*  It  his  also  been  shown  that  advanced  reservoir  imagining  technologies,  applied  in  oil 
b2u>irus  whose  complex  geology  made  oil  recovery  difficult,  could  be  used  to  pinpoint 
pre^■iously  undetected  compartmenLs  and  to  economically  produce  previously 
unrecoverable  oil. 

In  the  face  of  stiff  global  competition,  it  is  absolutely  critical  that  our  government  foster 
technological  innovation  lo  keep  our  U.S.  energy  industry  globally  competitive.    Such 
strategics  ti>  develop  new  technologies  to  lower  the  cost  of  developmg  our  domestic  resources 
are  essential  because  our  international  competitors  are  partnering  with  their  private  sector 
eniilies  to  i;ain  a  competitive  edge  over  other  firms  from  arovind  the  world. 

Our  nation's  investment  in  research  and  development,  both  public  and  private,  has  made  an 
enormous  contribution  over  the  last  five  decades  lo  our  standajd  of  living  and  to  our 
preeminent  e  in  the  world.    It  is  a  major  driver  of  our  economic  growth  and  a  creator  of  jobs. 
Federally  supported  energy  R&D  is  a  critical  component  in  our  overall  national  R&D  nux  — 
significandy  contributing  to  our  energy  ."security,  economic  slrength,  environmental  quality, 
and  scientilic  and  technical  leadership.    More  can  be  done  to  make  our  energy  R&D  programs 
more  efficient  and  more  responsive  to  fitture  needs  for  new  and  improved  energy  technologies 
both  hjfrc  i\X  home  and  around  the  globe,  but  working  together  —  government  and  industiy  — 
can  ensure  that  the  U.S.  remains  at  the  forefront  in  energy  science  and  technology  to  drive 
down  exploration  and  production  cosls  even  fiirther  in  the  years  ahead. 

As  I  said  at  the  outset,  government  should  not  and  carmot  effectively  set  a  price  for  oil  and 
gas  in  a  free  market  economy.    But  it  can  work  with  industry  to  drive  down  costs  and  assure 
a  healthy  energy  sector  in  a  competitive  economy. 

1  am  an  optimist  by  nature,  but  good  numbers  on  leases  we  lei  for  drilling  on  state  land  make 
me  feel  evoii  better.    We  have  some  coming  from  the  Western  Gulf  of  Mexico.    Last  year  s 
lease  .sales,  both  federal  ami  state  surpassed  anything  in  recent  years.    Also,  Offshore 
magazine  leports  that  global  rig  utili7ation  is  higher  today  than  ai  any  time  in  the  past  10 
years.    Day  rates  have  been  ranging  30  -  50%  higher  in  the  Gulf  than  in  previous  years  for 
.state  of  the  art  equipraeut.    Prices  are  low,  I  know,  but  wc  are  finding  ways  to  work  withm 
the  complexities  of  the  market  and  the  complexities  of  a  government-industry  partnership. 
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While  there  is  good  news  from  the  Gulf  and  there  are  solid  accomplishments  the 
Administrai-ion  and  the  energy  industry  can  point  to,  there  are  also  many  challenges  still  to 
meet. 

We  have  some  heavy  economic  and  political  lifting  to  do  on  natural  gas  utilization.    The 
federal  government,  the  oil  and  gas  industry  and  the  automobile  industry  are  still  going  in 
circles  on  t  onvcrsion  of  fleets  to  alternative  fuels  such  as  CNG  and  propane. 

The  EPA's  wish  to  put  some  order  in  classification  of  toxic  release  is  understandable.    Wc 
v^ho  live  iri  this  region  and  understand  the  risks  and  beneCis  associated  with  oil  and  gas 
production  need  to  speak  constructively  on  how  that  classification  is  to  be  conducted. 

T  could  add  pages  to  diis  by  addressing  our  challenges  south  uf  the  border.    We  need  to  build 
bridges  of  cooperation  to  Mexico,  especially  on  natural  gas.    We  in  Texas  understand  our 
neighbor,  respect  its  history  and  sovereignty.    We  can  trade  and  sbaie  know-how  and 
technology  to  our  mutual  benefit  without  compromitdng  our  birthright. 

Finally,  let  me  say  as  a  Texas  ofTicial  that  1  have  found  an  open  door  and  a  ready  audience  in 
DOE,  the  Jnterior  Dcpaitmeml  and  the  White  House.   I  must  say  when  he  vns  at  DOF.  Bill 
White  made  it  easier,  but  the  doors  are  still  opea    Bob  Armstrong  is  at  Interior.    With  friends 
in  the  Administration  and  die  help  of  friends  in  Congress  the  perspective  of  this  industry  can 
be  set  fortli  and  we  can  continue  working  to  build  an  healthy,  competitive  energy  economy. 
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DECLINING  DOMESTIC  OIL  AND  GAS  PRODUCTION  -  EMPLOYMENT  AND 
ECONOMIC  IMPLICATIONS 

A  Background  Briefing  Paper  for  Media  Use 


Energy  is  the  engine  of  society.   For  the  foreseeable  future,  petroleum  will  continue 
to  be  vital  to  both  the  U.S.  and  the  global  economy.    All  credible  future  world  energy 
projections  agree  that  oil  will  play  a  major  role  in  global  commerce  and  industry  well  into 
the  next  century.    No  other  energy  source  offers  quite  the  same  advantages  of  transform- 
ability  and  transportability.   Future  oil  and  gas  demand  in  the  U.S.  is  also  projected  to  rise 
well  into  the  next  century.   However  important  alternative  energy  sources  eventually  may  be, 
oil  and  gas  will  continue  to  be  a  major  energy  source  for  the  remainder  of  this  as  well  as  for 
the  next  generation  of  Americans. 

FALLING  DOMESTIC  PRODUCTION/RISING  IMPORTS 

Domestic  oil  production  is  in  a  long  term  decline.    In  1995,  crude  oil  production 
averaged  6.52  million  barrels  per  day,  the  lowest  production  since  1954,  and  by  year  end 
production  had  dropped  to  6.4  million  barrels  per  day.   This  is  a  direct  result  of  the  decline 
in  domestic  exploration  -  if  we  don't  look,  we  won't  find  replacement  reserves.    Both  well 
completion  rates  and  drilling  rates  for  exploratory  wells  are  at  post- World  War  II  lows, 
indicating  that  our  domestic  production  rate  will  likely  continue  to  decline  dramatically.   The 
domestic  oil  industry  has  already  lost  nearly  500,000  jobs  in  the  last  decade  -  that's  more 
than  the  auto,  steel  and  textile  industries  combined. 

As  a  result  of  falling  U.S.  oil  production,  imports  of  foreign  oil  are  increasing, 
averaging  more  than  7.9  million  barrels  per  day  through  the  first  ten  months  of  1995. 
Imported  oil  now  accounts  for  almost  half  of  our  consumption  and  in  recent  years,  has 
accounted  for  from  30  to  67  percent  of  our  foreign  trade  deficit,  depending  on  oil  prices. 
The  Department  of  Energy  projects  that  by  2015  imported  oil  will  average  between  9.1  and 
9.7  million  barrels  per  day  and  comprise  as  much  as  68  percent  of  our  consumption. 

TRADE  DEnCIT  INCREASES  AND  JOBS  LOSSES  RESULT 

Declining  domestic  oil  production  is  a  major  factor  in  the  Nation's  chronic  trade 
deficit.   The  U.S.  now  imports  over  8  million  barrels  of  oil  per  day,  nearly  50%  of  our 
domestic  consumption,  at  a  cost  of  one  billion  dollars  per  week!   Each  and  every  barrel  of 
domestic  production  decline  is  replaced  by  an  imported  barrel  of  oil,  even  as  more  fuel- 
efficient  automobiles  roll  off  the  line  each  day.    At  present  prices,  each  100,000  barrels  per 
day  that  can  be  produced  domestically  to  displace  imports  will  decrease  the  trade  deficit  by 
$600  million  annually.   That's  money  we  could  keep  within  our  economy  to  keep  Americans 
working  here  at  home. 

At  current  volumes,  imported  oil  denies  many  American  citizens  good  economic 
opportunities.   Jobs  in  the  oil  and  gas  industry  are  among  the  highest  paying  jobs  in  the 
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Nation.   Each  million  barrels  of  foreign  oil  we  import  annually  results  in  the  loss  of  about 
60,(X)0  domestic  jobs.   Looking  at  this  from  another  perspective,  reversing  the  decline  in  oil 
and  gas  production  would  create  10,000  new  jobs  here  at  home  for  each  one  billion  dollars 
(one  week's  supply)  of  imported  oil  displaced  by  domestic  crude  or  natural  gas  equivalent. 

OTHER  INDUSTRIES  AFFECTED 

The  U.S.  economy  is  diverse  and  many  different  segments  are  complexly  linked.   A 
decline  in  one  industry  can  break  the  chain  that  ties  several  industries  together.   As  the  oil 
industry  deteriorates,  parts  or  in  some  cases  most  of  the  associated  industries  will  decline  as 
well. 

On  the  front  end  of  the  multi-faceted  oil  and  gas  business,  the  banking  and  finance 
sectors  of  the  economy  raise  and  deploy  the  capital  necessary  to  support  these  enterprises. 
Once  investment  paclotges  and  deals  are  brokered,  Uie  support  services  arm  of  the  industry 
cranks  into  motion  providing  labor,  supplies,  equipment,  and  specialized  technologies  such  as 
three  dimensional  seismic  surveys  and  horizontal  drilling. 

Oil  and  gas  extraction  is  the  base  for  a  number  of  enterprises  including  refining, 
petrochemicals,  pipeline  transportation  and  rubber.    All  of  these  activities  consume  large 
amounts  of  steel  and  other  metals;  thus,  they  support  such  businesses  as  metal  mining, 
processing  and  fabrication.   Each  of  these  industries  also  require  large  capital  investments 
which  supports  major  construction  activity  as  well  as  development  and  manufacture  of  high- 
tech  machinery. 

ARE  WE  OUT  OF  OIL? 

According  to  many  geologists  and  petroleum  engineers  who  work  in  America's  oil 
and  gas  industry,  our  nation's  oil  and  gas  resources  are  abundant.   They  predict  as  much  oil 
and  gas  will  be  found  and  produced  here  in  the  future  as  has  been  produced  cumulatively 
from  Colonel  Drake's  first  well  in  1859  to  present  day.   Recent  estimates  of  this  resource 
(including  proven  reserves)  indicate  total  supplies  of  204  billion  barrels  of  oil  and  1 ,295 
trillion  cubic  feet  of  natural  gas  ~  about  half  in  known  fields  and  half  from  new  discoveries. 
This  is  enough  to  sustain  a  sizeable  domestic  oil  and  gas  industry  for  more  than  50  years. 

Technological  breakthroughs  have  enabled  the  industry  to  find  more  oil  and  gas, 
significantly  lowered  finding  costs,  and  increased  the  amount  of  oil  that  can  be  recovered. 
Use  of  new  three-dimensional  seismic  data  allows  oilmen  to  "see"  oil  traps  formerly 
invisible,  drilling  techniques  such  as  horizontal  drilling  have  reduced  the  number  of 
production  wells  while  increasing  the  amount  of  oil  recovered  per  well,  and  recovery 
techniques  such  as  carbon  dioxide  flooding  have  increased  the  recovery  rate.   Technological 
innovation  has  increased  the  ultimate  amount  of  oil  which  can  generally  be  recovered  from  a 
field  by  15  to  20  percent  since  the  1980's. 
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Due  to  declining  tax  revenues  from  oil  and  gas  operations  and  social  costs  associated  with 
rising  unemployment  within  the  industry,  major  oil-producing  states  have  recognized  the  vital 
importance  of  domestic  production.   These  states  have  taken  a  pro-active  role  in  designing 
incentive  programs  which  encourage  exploration  and  new  production,  enhance  production 
from  existing  wells,  and  rejuvenating  production  from  abandoned  wells.   These  imaginative 
state  strategies  for  increasing  domestic  oil  and  gas  production  provide  a  stark  contrast  to  the 
vacuum  in  which  Federal  energy  policy  makers  are  operating.   It's  time  for  the  federal 
government  to  follow  the  lead  of  the  states. 


CONCLUSION 

The  U.S.  must  re-examine  the  federal  role  in  encouraging  domestic  production  since 
in  many  cases,  federal  policies  actually  discourage  domestic  oil  and  gas  production. 
However  important  alternative  energy  sources  may  eventually  become,  oil  and  gas  will 
continue  to  be  a  m^or  source  of  energy  for  the  remainder  of  our  lifetimes  as  well  as  for  the 
next  generation  of  Americans.   With  a  shortage  of  good  jobs  in  the  U.S.  economy,  federal 
policies  should  strongly  encourage  domestic  production  of  competitive  reserves  to  provide 
well-paying  jobs  for  Americans  to  produce  a  commodity  which  is  vital  to  our  Nation's 
interests.    America  needs  the  kind  of  jobs  that  oil  and  gas  create  -  high  pay  with  good 
benefits.   If  we  imported  half  of  our  daily  foodstuff,  there  would  be  immediate  calls  for 
action  in  Congress  to  for  an  agricultural  revitalization  program.   Energy  is  no  less  important 
to  our  security  and  high-quality  standard  of  living,  and  our  national  policy  should  recognize 
this. 


183 
DOMESTIC  RESERVES 

Are  They  Adequate  to  Increase  Domestic  Production? 


#  Many  geologists  and  petroleum  engineers  believe  that  as  much  oil  will  be  found  and 
produced  in  the  U.S.  in  the  future  as  has  been  produced  in  the  past. 

#  Recent  estimates  indicate  that  there  is  enough  oil  to  sustain  a  sizeable  domestic  oil  and 
gas  industry  for  more  than  50  years. 

#  Finding  and  costs  have  been  significantly  lowered  in  recent  years  by  the  development 
of  new  technologies  such  as  three-dimensional  seismic  and  horizontal  drilling. 

#  Overall  oil  recovery  rates  have  increased  about  20  percent  since  the  1980's. 


OIL  AND  GAS  INDUSTRY  EMPLOYMENT 


The  domestic  oil  and  gas  industry  has  lost  nearly  a  half  million  jobs  since  1982. 

About  20  jobs  are  created  in  all  sectors  of  the  economy  for  each  $1  million  invested 
in  the  domestic  oil  and  gas  industry. 


Oil  and  Gas  Extraction  Employment 
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1982     1984     1986     1988      1990      1992     1994 
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OIL  IMPORTS 

Lost  Opportunity  to  Create  High  Quality  Jobs? 

•  Oil  imports  increased  87  percent  from  1982  through  1994. 

•  Imports  now  provide  about  one-tenth  of  all  natural  gas  and  half  of  all  oil  consumed  in 
United  States. 

•  The  U.S.  now  spends  about  $1  billion  per  week  on  imported  oil. 

•  Every  $1  billion  worth  of  oil  imports  replaced  by  domestic  production  creates  10,000 
jobs. 

•  The  U.S.  Department  of  Energy  estimates  that  imported  oil  will  comprise  68  percent 
of  consumption  by  the  year  2015. 


Oil   Imports 


IQSt.  1988 

Yeor 


185 

Comparison  of  Value  of  OU  Imports 
and  the  Size  of  the  Trade  Deficit 
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Oil  Imports  as  a  Percent 
of  U.S.  Consmnption 
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Proposed  Oil  and  Gas  Regulations 
Will  Harm  U.S.  Economy 


If  the  new  federal  environmental  legulations  that  have 
been  proposed  for  petroleum  exploration  and  production 
are  implemented,  there  will  be  major  costs  to  the  nation's 
economy  without  providing  significant  environmental 
benefits.  The  billions  of  dollars  in  increased  operating 
expenses  for  the  nation's  oil  and  gas  industry  will  cause 
the  loss  of  thousands  of  jobs  in  this  and  related  industries. 
The  proposed  regulations'  high  cost  will  also  shut  in 
thousands  of  oil  and  gas  wells,  cause  a  decUne  in  domestic 
production,  increase  petroleum  imports,  and  result  in  the 
loss  of  billions  of  dollars  in  federal  and  state  revenues. 

Highly  restrictive  requirements  are  currently  under 
consideration  by  the  U.S.  Enviroiunental  Protection 
Agency  (EPA)  and  other  government  agencies.  These  new 
costly  requirements  under  the  Gean  Air  Act  and  other 
envirofunental  laws  will  place  unwarranted  financial 
burdens  on  oil  and  gas  wells  and  other  facilities  that  are 
located  in  sparsely  populated  areas  and  pose  minimal  risk 
to  the  public. 

The  choice  is  not  between  environmental  protection  and  a 
sound  economy.  Regulations  can  be  developed  that 
provide  protection  without  excessive  cost  by  using  sound 
scientific  principles,  risk  assessment  and  cost-benefit 
analysis. 

Total  Costs  Could  Reach  $14  Billion 

The  nationwide  cost  of  complying  with  environmental 
regulatory  proposals  now  under  consideration  will  initially 
amount  to  S9.6  bilUon  and  could  reach  $14.2  billion  over  a 
five  year  period.The  individual  company  costs  would  also 
be  high.  For  example,  one  offshore  Gulf  of  Mexico  oil 
field  would  be  required  to  spend  as  much  as  $3.1  million 
to  bring  the  field  into  regulatory  compliance.  An  onshore 
Oklahoma  oil  field  could  have  to  spend  as  much  as 
$378,000  for  new  regulatory  requirements. 

These  high  costs  have  significant  effects: 

Losses  of  Over  54,000  VS.  Jobs.  Compliance  with 
pending  regulatory  proposals  could  result  in  the  loss  of  a 
total  of  54,500  U.S.  jobs.  Some  19,300  of  those  lost  jobs 


would  be  directly  from  the  domestic  oil  and  gas  industry. 
The  balance  of  job  losses  would  occur  in  the  communities 
where  industry  employees  Uve  and  in  the  businesses  that 
supply  the  U.S.  petroleum  industry. 

Shut-in  of  Over  200,000  Oil  and  Gas  Wells.  The  job 
losses  will  result  mainly  from  a  substantial  decrease  in  the 
number  of  producing  oil  and  gas  wells.  An  estimated 
171,000  oil  wells  and  33,000  natural  gas  wells  would  be 
shut-in  because  it  would  not  be  economically  feasible  for 
their  operators  to  make  the  required  expenditures  to  luring 
them  into  compliance  with  these  regulations. 

Decline  in  Oil  and  Gas  Production.  The  decline  in 
producing  U.S.  wells  would  not  only  affect  employment, 
but  would  also  result  in  a  decrease  in  crude  oil  production 
of  295,000  barrels  per  day,  a  5  percent  decline.  Production 
of  natural  gas  would  decline  6  percent 

Oil  Imports  Increase  to  60%.  By  reducing  U.S.  petro- 
leum production,  the  new  environmental  requirements 
would  help  push  imports  to  60%  by  the  year  2000,  up  from 
50%  today.  The  widening  gap  between  U.S.  production 
and  consumption  must  be  made  up  through  increased 
imports.  The  cost  of  these  imports  could  total  $8.9  billion 
between  1996  and  2000. 

Loss  of  $9  Billion  to  Federal  and  State  Governments. 

Pending  environmental  regulations  would  reduce  federal 
and  state  revenues.  Federal  corporate  income  tax  revenues 
would  fall  by  as  much  as  $6.8  billion,  state  revenues  by  up 
to  $1.7  billion,  and  the  federal  government  would  lose 
nearly  $500  million  by  the  year  2000  in  royalties  associ- 
ated with  offshore  oil  and  gas  production. 

Sound  Choices  Protect  Environment 
and  Economy 

State  and  federal  reguladoiis  should  ensure  that  human 
health  and  the  environment  are  adequately  protected. 
Regulations  that  produce  minimal  environmental  improve- 
ment, focus  on  problems  that  pose  limited  risk,  or  have 
adverse  impacts  on  both  businesses  and  the  national 
economy  should  be  reexamined. 
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I'our  iinrMrt.\ni  pruccsscs  shouM  be  uscil  lo  pro\  uk  hoili 
onviroiuiK'nul  prolCiTlioii  ami  a  stiuud  cioiioniy: 

•  I'se  nsk  ;u!scssmcnl  in  sclocling  rcj:ulator>-  tiriicls. 

•  Kequin;  the  use  of  peer-rcvicwcd  scientific  pnnciplcs  in 
rcgula(or>'  analysis  and  development. 

•  Weigh  the  cost  of  proposed  regulations  with  the  environ- 
mental benefits. 

•  I'se  tlexibility  in  compli:mce  requirenient.s  to  account  for 
the  diversity  of  opcralion.s  tving  regulated. 

It  is  through  the  use  of  these  techniques  that  we  can 
establish  a  rational  approach  to  prioritizing  the  Nation's 
enviroiunental  problems  and  create  appropriate  solutions. 
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